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Popular  Government 

lames  Madison  and  other  leaders  m  the 
American  Revolution  employed  the  term 
"popular  government"  to  signify  the  ideal  of  a 
democratic,  or  "popular,"  government — a 
government,  as  Abraham  Lincoln  later  put  it, 
of  the  people,  by  the  people,  and  for  the 
people.  In  that  spirit  PoptiLir  Government 
offers  research  and  analysis  on  state  and  local 
government  in  North  Carolina  and  other  issues 
of  public  concern.  For,  as  Madison  said,  "A 
people  who  mean  to  be  their  own  governors 
must  arm  themselves  with  the  power  which 
knowledge  gives." 

Editor 
John  B.  Stephens 

Managing  Editor 
Angela  L.  Williams 

Issue  Editor 
Margo  Johnson 

Designer 
Ma.xine  Mills  Graphic  Design 

Editorial  Staff 

Roberta  Clark,  Nancy  Doolv, 

Lucille  Fuller,  Jennifer  Henderson 

Editorial  Board 

A.  Fleming  Bell,  II,  Robert  R  Joyce, 

Ann  Cary  Simpson,  Aimee  Wall, 

W.  Mark  C.  Weidemaier,  Richard  Whisnant 


UNC 


SCHOOL  OF  GOVERNMENT 


School  of  Government,  UNC  at  Chapel  Hill 

Established  in  1931,  the  Institute  of  Government  provides  training,  advisory, 
and  research  services  to  public  officials  and  others  interested  in  the  opera- 
tion of  state  and  local  government  in  North  Carolina.  The  Institute  and 
the  University's  Master  of  Public  Administration  Program  are  the  core 
activities  of  the  School  of  Government  at  The  University  of  North  Carolina 
at  Chapel  Hill. 

Each  year  appro.ximately  14,000  public  officials  and  others  attend  one  or 
more  of  the  more  than  200  classes,  seminars,  and  conferences  offered  by  the 
Institute.  Faculty  members  annually  publish  up  to  fifty  books,  bulletins,  and 
other  reference  works  related  to  state  and  local  government.  Each  day  that 
the  General  Assembly  is  in  session,  the  Institute's  Daily  Bulletin,  available  in 
print  and  electronic  format,  reports  on  the  day's  activities  for  members  of 
the  legislature  and  others  who  need  to  follow  the  course  of  legislation.  An 
extensive  website  (www.sog.unc.edu)  provides  access  to  publications  and 
faculty  research,  course  listings,  program  and  service  information,  and  links 
to  other  useful  sites  related  to  government. 

Operating  support  for  the  School  of  Government's  programs  and  activities 
comes  from  many  sources,  including  state  appropriations,  local  government 
membership  dues,  private  contributions,  publication  sales,  course  fees,  and 
service  contracts.  For  more  information  about  the  School,  the  Institute,  and 
the  MPA  Program,  visit  the  website  or  call  (919)  966-5381. 


Design  Staff 
Robby  Poore,  Daniel  Soileau 

Marketing/Subscription  Sermces 
Katrina  Hunt,  Chris  Toenes 

Distribution  Staff 
Tom  Buske,  Mark  Jarrell 


Popular  Goi'enuiif'it  I  ISSN  0032-45151  is  published  three  rimes  .1  year 
by  rhe  School  of  Governmeni.  Address;  CB#  3330  Knapp-Sanders 
Building.  UNC  at  Chapel  Hill.  Chapel  HiII.  NC  2"599-3330; 
telephone:  i919i  966-5381;  fax:  (919i  962-0654:  website:  ^^^v^v.sog. 
unc.edu.  Subscription;  S20.00  per  year  +  ""..  rax  for  NC  residenrs. 

POST.MASTER:  Please  send  changes  of  address  to  .Mark  Jarrell, 
School  of  Governmenr.  CB#  3330  Knapp-Sanders  Building,  UNC  at 
Chapel  HiII,  Chapel  Hill,  NC  2-599-3330;  telephone;  ( 9 1 Q  i  966-41  55: 
fa.x;  (9191  962-2707;  e-mail;  jarrelI@sog.unc.edu. 

The  material  printed  herein  may  be  quoted  provided  that  proper  credit 
is  gi\en  to  Popular  Goienitticiil.  ©  2006  School  of  Governmenr,  The 
Universiry  of  North  Carolina  at  Chapel  HiII.  This  publication  is 
printed  on  permanent,  acid-free  paper  in  compliance  with  rhe  North 
Carolina  General  Statutes.  Printed  on  recycled  paper  with  soy-based 
ink.  Printed  in  the  United  States  of  .\merica.  Popular  Goreritiuent  is 
disrnbuted  without  charge  to  city  and  county  officials  as  one  of  the 
services  provided  by  the  School  of  Government  in  consideration 
of  membership  dues.  The  School  of  Government  of  The  University  of 
North  Carolina  at  Chapel  HiII  has  prinred  a  roral  of  8,175  copies 
of  this  public  document  at  a  cost  of  S8,861  or  SI. OS  per  copy.  These 
figures  include  onlv  the  direct  cost  of  reproduction.  They  do  not 
include  preparation,  handling,  or  disrriburion  costs. 


De.an 
Michael  R.  Smith 

Senior  Assoclate  De.an 
Thomas  H.  Thornburg 

Assoclate  Dean  for  Develop.ment  .and  Co.\l\ilintc.ations 
Ann  Cary  Simpson 

Assoclate  De.an  for  Finance  .and  Information  Technology 
Bradlev  G.  Volk 


Gregory  S.  Allison 
Stephen  Allred  (on  leave) 
David  N.  Amnions 
A.  Fleming  Bell,  II 
Maureen  M.  Berner 
Frayda  S.  Bluestein 
Mark  F.  Botts 
Joan  G.  Brannon 
.Mary  Maureen  Brown 
Anita  R.  Brown-Graham 
Shea  Riggsbee  Denning 
James  C.  Drennan 
Richard  D.  Ducker 
Robert  L.  Farb 
Joseph  S.  Ferrell 
Milton  S.  Heath  Jr. 


Faclilt^' 

Cheryl  Daniels  Howell 
Joseph  E.  Hunt 
Willow  S.  Jacobson 
Robert  P.  Joyce 
Diane  M.  Juffras 
David  M.  Lawrence 
Dona  G.  Lewandowski 
Janet  Mason 
Laurie  L.  Mesibov 
Kara  Millonzi 
Norma  Mills 
Jill  D.  Moore 
Jonathan  Q.  Morgan 
Ricardo  S.  Morse 
David  W.  Owens 
William  C.  Rivenbark 


John  Rubin 

John  L.  Sa.xon 

Shannon  H.  Schelin 

Jessica  Smith 

Carl  W.  Stenberg  III 

John  B.  Stephens 

Charles  A.  Szypszak 

Vaughn  LIpshaw 

A.  John  Vogt 

Gary  A.  Wagner 

Aimee  N.  Wall 

W.  Mark  C.  Weidemaier 

Richard  B.  Whisnant 

Gordon  R  Whitaker 


Popular  Government 

Spring/Summer  1006  •  Volume  71,  Number  3 


U 


Cover  Article 

4   Public  Leadership  of  Asheville's  Downtown  Revitalization 

Leslie  Anderson,  Anita  Brown-Graham,  and 
Jennifer  Lohenhofer 

Asheville's  director  of  downtown  development  in  the  1980s  and  1990s 
joins  with  other  School  staff  to  tell  the  story  of  the  city's  remarkable 
transformation  and  identify  general  lessons  for  leading  a  change  initiative. 

Feature  Articles 

16   Schools'  Legal  Obligations  to  Gay  Students 

Laurie  L.  Mesihov 

Understanding  a  rapidly  developing  area  of  education  law  may  help  schools 
fulfill  their  responsibilities  to  gay  students  regarding  peer  harassment, 
First  Amendment  issues,  and  gay/straight  student  organizations. 

24  Financing  Government:  Revenue  Variability  and  the  Role  of 
Rainy-Day  Funds 

Gary  A.  Wagner 

What  can  state  governments  do  to  enhance  the  long-term  sufficiency  and 
minimize  the  short-run  volatility  of  their  revenue  sources?  A  School  specialist 
in  public  finance  discusses  the  composition  of  North  Carolina's  revenue  and 
addresses  the  role  of  rainy-day  funds  in  mitigating  recessions. 

31    Gainsharing  in  Local  Government 

David  N.  Amnions  and  William  C.  Rwenbark 

Technically  speaking,  profit  sharing  is  impossible  in  the  public  sector,  for 
governments  have  no  profit  to  share.  But  they  do  have  budgets  and  balance 
sheets  and  cost-trimming  actions.  Meet  gainsharing.  Increasingly,  govern- 
ments in  North  Carolina  and  across  the  nation  are  experimenting  with  it. 


Departments 

2  NC  Journal 

Improving  Service  through  Innovations  in  Technology  •  New  Legal  Guide 
Available  for  Pregnant  and  Parenting  Minors  •  Online  Clearinghouse  of 
Documents  Open  for  Business 

3  At  the  School 

Construction  Begins  on  Gladys  Hall  Coates  Garden  •  Millonzi,  Mills, 
Morse  Join  School  Faculty  •  MPA  Program  Graduates  Twenty-Six  • 
Municipal  and  County  Administration  Courses  Graduate  Ninety-Four  • 
Behind  the  Scenes  at  the  School  of  Government  •  Coming  into  the  University 


ON  THE  COVER   Residents  Jiid  visitors  relaxing  at  a  sidewalk  cafe  in  Asheville's  revitalized  dinvntoivii.  PljDtDgraplj  by  Bill  Sanders. 


/J'C^'      /Jc^^^t-^^''^^ 


Issues,  events,  and  developments  of  current  interest  to  state  and  local  government 


Improving  Service 
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'75' 

■   YEARS 


ne  way  in 
which  the 
School  is 
commemorating 
its  75th  anniver- 
sary is  by  asking 
how  it  can  better  ser\e 
the  people  of  North  Carolina. 
We  believe  that  we  can  significantK' 
improve  our  use  of  information 
and  communication  technology 
in  our  teaching,  ad\ising,  and  re- 
search. Therefore  we  are  starting  a 
two-year  effort  to  identify  and  im- 
plement improvements  in  each  of 
these  areas.  Faculn-  member  Frayda 
Bluestein  is  leading  the  effort. 

The  initiative  has  man\'  parts, 
but  its  main  themes  are  how  to 
improve  products  ity.  accessibiliD.-, 
and  responsiveness  in  the  School's 
work  with  state  and  local  govern- 
ment leaders.  I  am  allocating 
funds  for  pilot  projects  and  for 
investment  in  new  staffing  and 
technologies  to  support  innovative 
proposals. 

A  significant  part  of  the  initia- 
ti\e  in\olves  meeting  with  public 
officials  and  their  professional 
associations  to  find  out  how  we 
can  improve  our  use  of  technology 
to  address  their  needs. 

Anyone  interested  in  learning 
about  the  progress  of  the  initiative 
or  in  making  suggestions  or  other 
contributions  is  invited  to  contact 
Bluestein  at  (919)  966-4203  or 
bluestein@soe.unc.cdu. 


Michael  R.  Smith,  Dean. 
School  of  Gorerunicut 
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New  Legal  Guide  Available  for  Pregnant  and 
Parenting  Minors 

^^^  he  School  of  Government  is  offering  a  new,  easy-to-read  booklet,  available 

a     in  English  or  Spanish,  that  can  be  read  and  printed  online  without  charge 
A    or  registration.  It  answers  questions  about  North  Carolina  and  U.S.  law 
affecting  women  seventeen  years  old  or  younger  who  are  pregnant  or  parenting. 
Partners,  parents,  relatives,  and  guardians — anyone  on  whom  a  minor  depends — 
also  will  find  the  guide  useful. 

Topics  include  whether  a  minor  may  legally  raise  a  child,  have  (or  refuse  to 
have)  an  abortion,  place  a  child  for  adoption,  get  married,  drop  out  of  school  (or 
insist  on  staying),  sign  a  lease,  consent  to  health  care,  take  out  a  restraining  order, 
and  get  public  assistance  or  a  job.  Also,  it  addresses  what  rights  and  responsibil- 
ities a  baby's  father  and  grandparents  have. 

A  separate  section  describes  the  law  relevant  to  immigrants,  new  citizens,  and 
those  not  yet  fluent  in  English. 

The  new  guide  is  available  at  ww'w.teenpregnancy.unc.edu  or  wvvw.teen 
mother.unc.edu.  It  is  the  last  in  a  series  of  four,  all  available  at  ww^v.adolescent 
pregnancy.unc.edu.  The  first  three  were  for  health  care  providers,  social  services 
workers,  and  school  personnel.  Thanks  to  support  from  the  School  of  Govern- 
ment and  the  Z.  Smith  Reynolds  Foundation,  about  14,000  North  Carolina 
professionals,  most  of  them  working  in  public  agencies,  have  received  a  copy  of 
each  guide. 


Online  Clearinghouse  of  Documents 
Open  for  Business 

Why  rein\ent  the  wheel  when  drafting  basic  contracts,  policies,  forms, 
and  the  like?  To  help  local  government  officials  share  good  materials, 
the  School  has  established  the  North  Carolina  Local  Government 
Document  Warehouse  at  hrtp://nclgdocs. unc.edu/. 

The  purpose  of  the  warehouse  is  to  make  available  to  public  officials  through- 
out North  Carolina  examples  of  documents  that  have  been  developed  by  North 
Carolina  local  governments  for  their  own  use.  Anyone  can  submit  a  document 
that  he  or  she  thinks  will  be  useful  to  colleagues.  The  website  allows  for  searches. 

Documents  already  submitted  include  policies  on  cell  phones,  an  RFP  for 
disaster  recovery  services  after  seventy  hours,  a  policy  on  municipal  procurement 
cards,  and  a  form  for  informal  construction  quotes. 

The  warehouse's  open-submission  policy  calls  for  each  user  to  review  and 
evaluate  documents  obtained  from  the  warehouse  to  determine  whether  they  are 
useful,  appropriate,  and  legal  for  the  user's  particular  need.  The  documents  are 
not  reviewed  by  School  faculty,  and  the  School  strongly  recommends  that  you 
consult  with  your  local  attorney  before  using  any. 

For  more  information,  contact  Frayda  Bluestein,  at  (919)  966-4203  or 
bluestein@sog.unc.edu. 
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Construction  Begins  on 
Gladys  Hall  Coates  Garden 

To  help  celebrate  the  School's  75th 
anniversary,  you  are  cordially  in- 
vited to  join  in  honoring  the  life 
and  the  contributions  of  a  very  special 
person  in  the  history  of  the  School  and 
the  state  of  North  Carolina.  The  bare 
patch  of  ground  that  was  once  the  side 
entrance  to  the  Institute's  auditorium  is 
being  transformed  into  a  lovely  coonyard 
garden  dedicated  to  the  memory  of 
Gladys  Hall  Coates.  A  campaign  goal 
of  $40,000  has  been  set  to  help  complete 
this  timeless  garden,  which  thousands 
of  public  officials,  students,  visitors,  and 
employees  of  the  School  will  enjoy  for 
decades  to  come. 


The  wife  of  Albert  Coates,  the 
histitute's  founder,  Gladys  was  a  true 
companion  to  him  in  the  establishment 
and  the  growth  of  the  Institute.  Working 
together,  they  realized  Albert's  dream  of 
a  new  type  of  institution  in  which  stu- 
dents would  learn  about  life  in  public 
service,  and  public  servants  would  find 
the  education  and  the  other  resources 
they  needed  to  serve  skillfully.  In  testa- 
ment to  the  Coateses'  vision,  commit- 
ment, and  sacrifice,  the  Institute  has 
earned  international  commendation  for 
its  unique  services.  It  recently  was  folded 
into  the  School  of  Government. 

In  2001,  Gladys,  then  ninet>'-nine 
years  old,  was  awarded  was  awarded  an 
honoran.-  degree  by  UNC  at  Chapel  Hill 
in  recognition  of  her  writing,  publications, 
and  contributions  to  the  study  of  wom- 
en and  government.  For  decades  she 
and  Albert  championed  the  accomplish- 
ments and  the  capabilin'  of  women  in 
public  service  and  supported  the  growth 
of  student  government  on  campuses  and 
in  secondarv  schools  across  the  state. 


Gladys  was  a  pivotal  figure  in  many 
ways  and  will  long  be  referenced  in  the 
University's  history.  At  the  School  her 
memory  will  be  tangible,  beautiful,  and 
ever  alive  as  her  courtyard  garden 
grows  and  changes  with  each  season. 

Gifts  to  help  the  School  finish  the  gar- 
den may  be  made  online  at  www.sog. 
unc.edu  (click  on  Supporting  the  School) 
or  by  sending  a  check  to  the  SOG 
Foundation — Coates  Garden,  CB#  3330 
Knapp-Sanders  Building,  LFNC  at  Chapel 
Hill,  Chapel  Hill,  NC  27599-3330. 

To  learn  more  about  Gladys  and  the 
history  of  the  Institute  of  Government, 
visit  the  School's  75th  anniversary  web- 
site at  N\'Avw.sog.unc.edu/75. 

Millonzi,  Mills,  Morse 
Join  School  Faculty 

The  School  welcomes  three  new 
members  of  its  faculty:  Kara  Mil- 
lonzi, Norma  Mills,  and  Ricardo 
"Rick"  S.  Morse. 

Millonzi  joined  the  School  in  March 
as  assistant  professor 
of  public  law  and 
government,  special- 
izing in  local  govern- 
ment finance.  She 
works  closely  with 
faculty  member  Da\  id 
Lawrence.  FormerK, 
Millonzi  practiced  law 
with  Testa,  Hurwitz 
&  Thibeault,  LLP,  in 
Boston,  and  clerked 
for  the  Honorable 
Louis  F.  Oberdorfer  of 
the  U.S.  District  Court 
for  the  District  of 
Columbia.  She  holds  a 
B.A.  in  economics, 
summa  cum  laude, 
from  the  University'  at 
Buffalo,  where  she 
was  elected  to  Phi 
Beta  Kappa,  and  an 
M.A.  in  economics, 
specializing  in  public 
finance  and  economic 
modeling,  from  the 
Universit)'  of  Mary- 
land at  College  Park. 
She  earned  a  j.D., 
cn>it!>uu'd  on  pjge  .-iS       Rick  Morse 


Kiird  Millonzi 


Noniu  Mills 
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Public  Leadership  of  Aslieville's  Downtown  Revitalization 

Leslie  Anderson,  Anita  Brown-Graham,  and  Jennifer  Lobenhofer 


Imagine  a  city  where  gargoyles  keep  watch  over  an  Art  Deco  downtown.  Where 

smoke-bhie  mountain  peaks  not  only  accentuate  the  skyline — they  dominate  it. 

A  city  where  yon  can  drink  cappuccino  at  a  sidewalk  cafe,  browse  through  antique  shops, 

or  join  an  impromptu  bluegrass  jam  ...  A  city  so  special,  it's  rated  as  one  of  the 

"Top  10  Places  to  Live"  by  Outside  magazine,  listed  in  Rand  McNally's  Places  Rated 

Almanac,  and  referred  to  by  travel  writers  as  the  "Paris  of  the  South.  "^ 


So  says  a  local  realtor  about 
Asheville,  North  Carolina,  and 
it  is  no  coincidence  that  this  pro- 
motion begins  with  a  focus  on  the  cir\'"s 
do\vnto\\n.  By  all  accounts,  Ashe\ille 
has  masterfully  leveraged  its  cultural  and 
physical  legacies  to  transform  its  center 
cit)-  into  a  thriving  downtown  where 
people  want  to  li\e  and  spend  time 
and  money. 

The  story  of  the  transformation  of 
downtown  Asheville  is  compelling  and 
instructional  for  local  governments  in 
North  Carolina  and  beyond.  The  \alue 
of  the  story,  though,  is  not  as  a  winning 
recipe  for  downtown  development.  Strat- 
egies for  development  must  respond  to 
the  particularities  of  a  downtown,  and  as 
downtown  development  professionals 
will  quickly  point  out,  "Downtowns  are 
absolutely  unique  places:  no  r\vo  are 
alike  in  form,  structure,  or  functional 
composition." 


Anderson  is  an  adjunct  facidty  member 
at  the  School  of  Gofernment.  specializing 
in  economic  development  and  cwic  educa- 
tion and  engagement.  For  more  than  tifciit^' 
years,  she  tms  employed  by  the  City  of 
Asheville,  the  last  ten  of  them  as  dnector  of 
Doivntcnvn  (and  later  Cit\')  Development. 
Broivn-Craham  is  a  School  facnlt\'  member 
speoalKing  in  affordable  housing,  com- 
munity and  economic  development,  and 
public  liabilit\:  Lobenhofer  is  director  of 
the  School's  Community.'  and  Econonnc 
Development  Program.  Contact  them  at 
lesliea@ioa.com,  brgraham@sog.unc.edu, 
and  lobenhoter@so2.unc.edu. 


Rather,  the  value  of  the  Asheville  story 
lies  in  the  inspiration  it  offers  to  local 
governments  daunted  by  the  prospect  of 
creating  leadership  capacit)'  within  and 
through  alliances  with  others  to  enhance 
the  well-being  of  their  communities.  By 
focusing  on  the  particular  role  of  the 
public  sector  in  revitalizing  downtown 
Asheville,  this  article  offers  local  govern- 
ments insight  into  the  multifaceted  na- 
ture of  downtown  development  efforts, 
describes  a  model  of  public  leadership 
within  the  conte.xt  of  a  public-private 
partnership  for  revitalization,  and  sets 
forth  a  general  framework  for  consid- 
ering the  requirements  for  leading  a 
change  initiative. 

The  Asheville  Story 

After  decades  of  deterioration,  many 
downtowns  across  the  country  are  ex- 
periencing a  marked  resurgence.-  As 
more  and  more  communities  begin  to 
consider  downtown  dexelopment  to  be 
a  key  component  of  their  overall  eco- 
nomic de\'elopment  strategy,  new  opti- 
mism surrounds  the  economic  potential 
of  urban  centers.  An  increasing  number 
of  public  officials  now  proclaim  with 
great  excitement  and  fanfare  their  plans 
to  revitalize  their  downtowns.  However, 
many  local  officials  are  at  a  loss  for 
specific  public  strategies  to  reposition 
their  downtowns  and  attract  new  invest- 
ment, business,  and  residents. 

.\lthough  Ashe\ille  certainly  did  not 
act  alone  in  transforming  its  downtown, 
the  citv"s  critical  role  in  initiatir  :r  and 


leading  the  revitalization  stands  without 
question.  As  one  of  the  most  successful 
private  de\'elopers  of  downtown  proper- 
ties readily  asserts,  "It  would  not  have 
happened  had  it  not  been  for  the  ciD,''s  in- 
volvement."' By  serving  as  the  effective, 
committed  initial  sponsor  of  the  down- 
town turnaround,  the  cin,'  provided 
direction,  resources,  sacrifice,  and  the 
imperative  for  change  in  the  critical 
early  stages  of  the  revitalization  era. 

Essentially  this  chapter  of  the  Ashe- 
ville story  begins  in  1981  with  the 
emergence  of  a  critical  consensus  about 
the  future  of  the  cir\"s  downtown  and 
the  cir\''s  consequent  role  as  a  change 
agent.  The  chapter  closes  in  1993  with 
the  election  of  new  members  to  the  Cit)' 
Council  and  a  significantly  changed  role 
for  the  cit\'  in  downtown  development. 
For  purposes  of  setting  a  conte.xt  and  en- 
suring chronological  accuracy,  we  briefly 
consider  a  number  of  actions  that  oc- 
curred before  1981  and  after  1993. 

Hitting  Rock  Bottom 

Twenty-seven  years  ago,  "downtown 
Asheville  was  a  virtual  wasteland.  Most 
of  the  buildings  were  uninhabited,  few 
people  lived  in  town,  and  fewer  still 
came  downtown."^  Sevent\-five  percent 
of  the  buildings  stood  vacant,  and  the 
minimal  stirrings  of  street  life  and  foot 
traffic  included  not  one  but  r^vo  red- 
light  districts.'  The  demise  had  been  a 
long  time  in  the  making,  but  the 
opening  of  the  AshexiUe  Mall  in 
November  19~3  marked  a  real  and 
sxmbolic  acceleration  in  the  physical 
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and  emotional  abandonment  of  down- 
town.''  As  the  department  stores  and 
other  retail  operations  migrated  to  the 
mall  over  the  next  decade,  downtown 
Asheville  lay  on  the  verge  of  decay. 
Former  Mayor  Louis  Bissette  recalls, 
"We  used  to  say,  'You  could  shoot  a 
rifle  down  the  street  any  night,  and 
you  wouldn't  hit  a  thing.'""  Downtown 
had  hit  rock  bottom. 

Asheville  attempted  to  respond  to  the 
demise  of  its  downtown.  In  1977  the 
City  Council  created  the  Asheville  Re- 
vitalization  Commission.  The  commis- 
sion published  a  revitalization  plan  m 
1978,  which  noted. 

The  physical  and  economic  condition 
of  doti'ntown  Asheville  has  been 
unhealthy  for  several  decades.  Devel- 
opment of  suburban  shopping  cen- 
ters increased  concern  for  the  down- 
tcjwn's  future.  Recent  construction 
of  three  new  conmiercial  buildings 
and  a  civic  center  did  not  seem  to 
significantly  improve  the  overall 
economic  climate.  Thus,  it  became 
the  consensus  of  business,  civic  and 
political  leaders  that  some  form 
of  local  governmental  intervention 
was  needed.^ 

The  plan  recommended  a  "villages 
concept"  to  promote  the  distinct  char- 
acter of  the  fourteen  neighborhoods  of 
downtown.  Unfortunately,  despite  at- 
tempts at  public  participation  in  devel- 
opment of  the  plan,  sufficient  support 
failed  to  materialize.  Dissatisfaction  with 
downtown  continued  to  build. 

Although  civic  leaders  in  Asheville 
had  begun  to  focus  on  downtown,  there 
were  no  large-scale  successes.  Ironically, 
many  people  in  Asheville  point  to  a  large- 
scale  project  that  failed  to  be  realized,  as 
the  watershed  event  in  downtown  revi- 
talization. Without  the  proposal  for  this 
projea,  the  efforts  to  revitalize  downtown 
might  well  have  withered  on  the  vine. 
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Finding  an  Effective  Catalyst 

In  lySO  a  natiun.il  de\"elopcr  approached 
city  leaders  with  a  proposal  ro  build  a 
seventeen-acre  downtown  mall  and 
convention  center.  The  plan,  which 
would  have  necessitated  leveling  eleven 
city  blocks  in  the  heart  of  downtown, 
promised  approximately  "00,000  square 
feet  of  retail  space,  a  hotel,  125,000 
square  feet  of  office  space,  and  3,500 
parking  spaces.  Total  project  costs  were 
estimated  at  $1 16  million,  with  the  city's 
contribution  pegged  at  S40  million." 

Some  people  in  Asheville  embraced 
this  plan,  but  others  cried  out  against  it. 
Those  in  favor  of  it  were  buoyed  by  the 

developer's  interest  in      

downtown,  and  they       1 
pointed  to  the  likeli- 
hood that  the  project 
would  bring  an  in- 
creased tax  base,  more 
jobs,  and  many  tourist 
and  convention  dollars 
t(.)  downtown.  Those 
opposing  the  plan 
argued  vehemently 
that  It  posed  untenable 
losses  of  historic 
buildings,  and  risks  to 
the  environment  and  to  small  businesses 
already  existing  in  downtown. 

An  intense  ci\ic  debate  ensued  for 
months.  Opponents  emerged  victorious 
in  l^S  1  when  they  succeeded,  by  a  2-to- 
1  margin,  in  defeating  a  referendum  that 
would  have  provided  general  obligation 
bonds  for  the  project. 

The  proposed  downtown  mall  pro- 
voked an  important  debate  about  the 
future  of  downtown  and  caused  the 
citizens  of  Asheville  to  organize  and  be- 
come in\'oK'ed  in  dou-ntown  issues.  How- 
e\'er,  in  the  wake  of  the  referendum,  there 
were  deep,  open  wounds  created  by  fiety, 
targeted  civic  discourse.  This  result  was 
costl}-  in  many  ways:  years  of  friendships 
were  severed,  business  relationships 
ended,  and  political  allies  turned  on  one 
another.  Civic  energy  was  depleted. 

Ironically,  out  of  this  difficult  period 
emerged  an  important  positive  legacy: 
a  catalyzing  of  the  historic  preservation 
movement  in  Ashe\ille.  Loudly  and 
clearly,  voters  sent  the  message  that  the}- 
favored  saving  downtown's  existing 
building  stock  oxer  constructing  new 
buildintis. 


The  proposed  downtown 
mall  provoked  an  important 
debate  about  the  future  of 
downtown  and  caused  the 
citizens  of  Asheville  to 
organize  and  become  involved 
in  downtown  issues. 


In  the  next  twenty-five  years, 
135  income-producing  buildings  in 
Buncombe  County  were  rehabilitated 
using  federal  and  state  tax-credit  pro- 
grams for  historic  preser\-ation,  the  largest 
in  number  and  dollar  amount  of  any 
North  Carolina  county.'"  Most  of  the 
buildings  are  in  downtown  Asheville. 

Stepping  Out:  Tfie  City  Leads 

The  da\'  after  the  1S»S1  referendum,  the 
cin'  hired  Beck\'  Williams  ( now  Becky 
Anderson)  as  an  economic  developer  for 
the  Asheville  Rexitalization  Commis- 
sion. In  addition,  to  respond  to  the  deep 
divisions  created  by  the  referendum,  the 
City  Council  ap- 
pointed a  Downtown 
Task  Force  to  provide 
a  forum  for  the 
various  factions  to 
talk  and  determine  a 
process  for  moving 
the  revitalization 
efforts  forward. 

The  task  force 
e\  entualh'  recom- 
mended the  establish- 
ment of  a  commission 
to  focus  exclusively 
on  downtown.  The  City  Council  agreed 
and  created  the  Downtown  Commission 
in  1982,  charging  it  to  "develop  the 
Central  Business  District  as  the  region's 
primary  office,  retail,  hotel  and  cultural 
center.""  Originally  the  commission 
consisted  of  six  members  appointed  by 
the  City  Council,  plus  the  entire  mem- 
bership of  the  Cit\'  Council  itself.  The 
composition  changed  in  1986  once  the 
council  determined  that  the  basic  ele- 
ments of  the  plan  to  revitalize  downtown 
were  in  place. 

The  change  in  composition  created 
an  opportunity  for  the  council  to  ap- 
point members  who  had  the  single 
focus  of  revitalization.  Also,  it  provided 
an  expanded  role  for  the  city's  local 
government  partner.  Buncombe  County. 
Thereafter  the  commission  consisted 
of  TWO  representatives  each  from  the 
City  Council  and  the  County  Commis- 
sion, and  three  others,  two  representing 
the  private  sector  and  a  chairperson 
selected  from  the  community-.  Many 
nonprofits  and  citizen  groups  were  af- 
filiated with  and  provided  support  for 
the  commission. '- 


The  commission's  powers  were  direct 
and  broad.' '  To  earn'  out  its  purpose,  the 
council  ga\e  the  commission  "the  power 
to  do  all  things,  subject  to  limitations  as 
may  be  imposed  by  the  North  Carolina 
General  Statutes  or  by  the  ordinances  of 
the  City  of  Asheville,  necessaty  and  con- 
venient to  carry  out  the  purposes  of  the 
Commission  for  the  public  welfare."'"* 

Building  the  Capacity  to  Lead  and 
Manage  a  Renaissance 

Asheville's  Cit)'  Council  took  further 
decisive  and  unified  action  to  ensure 
that  the  emerging  vision  and  affinity  for 
downtown  would  be  implemented  and 
sustained.'"  In  April  1986  the  council 
appointed  Douglas  Bean  as  manager  of 
Asheville.  Bean's  hiring  reflected  a  top 
priority  of  the  council:  hiring  a  manager 
with  revitalization  e.xperience.  Bean  had 
led  the  successful  downtown  revitaliza- 
tion effort  in  Morganton,  North  Caro- 
lina, and  had  a  reputation  for  bringing 
disparate  interests  together. 

Almost  as  soon  as  he  began  the  job. 
Bean  realized  that  the  private  sector  was 
neither  organized  nor  leading  the  revitali- 
zation. Clearly  the  city  would  have  to 
create  a  strong,  coordinated  effort  to  re- 
juvenate the  downtown.  Consequently 
Bean  created  a  new  city  department,  the 
Downtown  Development  Office  (the 
name  "Office"  was  intentionally  used 
so  as  to  seem  less  bureaucratic).  With 
guidance  from  the  commission,  the 
Downtown  Development  C^ffice  was  to 
serve  as  a  catalyst  for  the  public  and 
private  sectors  as  well  as  to  be  part  of, 
and  support  for,  a  broader  system  of 
downtown  groups. "" 

Within  six  months  of  his  appointment 
as  city  manager.  Bean  selected  Leslie 
,\nderson,  a  coauthor  of  this  article,  to 
head  the  office.''  Anderson  went  on  to 
serve  almost  ten  years  as  director  of 
Downtown  (and  later  City)  Development. 

After  several  years  the  Downtown 
Development  Office  moved  from  cin-  hall 
to  a  storefront  on  a  street  that  was 
formerly  the  "Fifth  Avenue  of  Asheville." 
The  office  thus  served  as  the  physical  hub 
of  downtown  revitalization  activity.'^  It 
also  served  as  the  nonphysical  hub. 
Downtown  Development  Office  staff 
played  a  variety  of  roles,  including  project 
managers,  planners,  business  recruiters, 
matchmakers,  nonprofit  managers. 
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cheerleaders,  party-givers,  fundraisers, 
parking  managers,  marketers,  and 
dreamers.  The  office  had  responsibility 
for  coordinating  projects  and  communi- 
cating with  all  partners  and  the  general 
public.  The  staff  coordinated  some  city 
projects  directly,  assisted  other  cits-  de- 
partments in  their  projects,  and  supported 
allied  organizations  in  their  activities. 

The  city  manager  recommended  that 
the  revitalization  effort  incorporate  the 
successful  Main  Street  model  of  the  Na- 
tional Trust  for  Historic  Preservation. 
Although  Asheville  was  too  large  to  be- 
come a  Main  Street  city.  Downtown 
Development  Office  staff  and  volunteers 
availed  themselves  fully  of  the  program's 
resources  by  attending  conferences, 
studying  the  publications,  and  visiting 
thriving  towns  that  had  used  the  model. 
Task  forces  of  citizens  worked  to  put 
plans  in  place  for  each  of  the  Main 
Street  model's  four  arenas:  economic  re- 
structuring, design,  organization,  and 
marketing/promotion. 

Three  of  the  Downtown  Develop- 
ment Office's  roles  were  particularly  in- 
^    strumental,  albeit  subtle.  First,  the  office 


coordinated  a  large  volunteer  program 
that  was  inclusive  and  hands-on.  It  in- 
tegrated people  into  an  extensive  array 
of  responsibilities  in  the  public  and 
private  sectors — for  example,  writing 
design  guidelines,  educating  the  public, 
organizing  a  historic  walking  trail,  de- 
termining how  to  get  big  projects  rolling, 
and  working  through  political  barriers. 
Second,  the  Downtown  Development 
Office  responded  to,  and  leveraged  the 
skills  and  the  influence  of,  civic  leaders 
in  Asheville.  Chief  among  the  advocates 
espousing  high  aspirations  for  down- 
town's development  was  the  vocal  and 
articulate  Roger  McGuire.  McGuire  and 
others  fostered  communit)'  conversations 
about  the  unique  purpose  and  value  of 
downtown.  As  former  Asheville  City 
Manager  Bean  said, 

Roger  was  downtown's  chief  sdlesuuiii. 
Roger  preached,  cajoled,  worked,  crit- 
icized, and  ivrote  about  ivhat  needed 
to  happen.  He  luas  the  conscience  of 
downtdicn.  He  invested  his  own 
resources  in  downtown,  brought 
experts  to  town,  and  challenged  the 


city,  informally  and  formally.  Roger 
forced  the  city  to  choose  higher  stan- 
dards than  were  natural  for  the  cit\'.''' 

A  third  key  role  of  the  Downtown 
Development  Office  was  to  create  the 
proper  business-related  climate  for  suc- 
cess. From  the  mid-1980s  through  the 
early  1990s,  the  availability  of  commer- 
cial and  governmental  incentives  and 
tools  was  limited.  Local  banks  were  rarely 
inclined  to  make  loans  for  renovation 
of  downtown  properties,  and  if  they  did, 
they  required  unrealistic  amounts  of 
collateral.  To  lower  barriers,  the  Down- 
town Development  Office  responded  in 
nonbureaucratic,  entrepreneurial,  and 
creative  ways  to  any  obstacle  preventing 
private  investment  in  downtown.  Staff 
provided  marketing  analysis  for  busi- 
nesses, served  as  their  liaison  to  and 
advocate  with  other  city  departments, 
shepherded  ordinance  changes,  expedited 
reviews  and  processes,  and  matched 
investors,  property  owners,  and  lessees. 
Staff  generally  opened  doors  and  solved 
problems.  They  worked  "outside  the 
box"  a  lot.-" 
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strengthening  the 
Public-Private  Partnership 

From  the  beginning,  perhaps  growing 
out  oi  rhe  severe  division  of  the  early 
1980s,  puhlic-pri\ate  partnership  pre- 
vailed as  the  organizing  principle  for 
sustaining  the  revitalization.  Key  stake- 
holders determined  that  the  Downtown 
De\elopment  Office  should  have  a  lim- 
ited number  of  staff,  thereby  forcing  the 
office  to  create  opportunities  for  other 
cit)'  departments  and  groups  outside  of 
cin-  go\ernment  to  be  players.-' 

Soon  after  the  1^586  reorganization 
of  the  Downtown  Commission,  the 
commissioners  realized  that  although 
the  commission  consisted  of  community 
leaders  and  government  representatives 
interested  in  and  committed  to  down- 
town, few  of  them  owned  properr\'  or 
businesses  dow  ntown.  Recognizing  that 
revitalization  needed  to  include  those 
who  would  be  most  affected  by  the 
downtow  n  efforts  and  had  a  financial 
stake  in  the  outcome,  they  initiated 
creation  of  a  private-sector  partner,  the 
Asheville  Downtown  Association  (ADA). 
Over  the  next  year,  a  citizens  group 

The  Federal  Housing 
Credit  Program 

An  integral  aspect  of  government's 
role  in  revitalizing  downtowns  is 
ensuring  the  availability  of  high- 
quality  affordable  housing.  In  addition 
to  providing  much-needed  life  after 
5:00  P.M.,  affordable  housing  allows 
employees  to  live  close  to  work  and 
creates  income  diversity  in  the  face  of 
gentrification.  One  of  the  resources 
available  to  help  local  governments 
achieve  these  outcomes  is  the  federal 
low-income  housing  tax  credit — Housing 
Credit,  for  short — the  nation's  largest 
and  most  successful  affordable-housing 
program.  The  Housing  Credit  brings 
governments,  financial  institutions,  and 
developers  together  in  a  public-private 
partnership  to  create  or  rehabilitate  rental 
housing  for  households  that  are  at  or 
below  60  percent  of  the  area's  median  in- 
come. In  Buncombe  County,  where  Ashe- 
ville is  located,  this  is  equal  to  $30,240 
for  a  four-person  household  and  a  maxi- 
mum housing  expense  of  $600  plus 
utilities  for  a  two-bedroom  unit. 


studied  models  from  other  cities,  and 
within  a  year  the  ADA  held  its  first 
meeting  (in  June  1987).  It  formed  as  a 
501(c)(6)  organization,  with  its  own 
board  of  directors  and  work  priorities. 

The  city,  through  the  Downtown  De- 
velopment Office,  nurtured  the  de\elop- 
ment  of  the  ADA.  AD.\  staff  were  on  the 
cir\'"s  payroll  for  about  a  decade  and  were 
a  part  of  the  Downtown  De\elopment 
Office  team.  This  created  a  symbiotic 
relationship  that  provided  dedicated  staff 
to  pursue  the  merchants"  interests  while 
the  cin-  recei\'ed  input  direcri)-  from  the 
merchants.  The  arrangement  "enabled 
the  organization  to  get  a  lot  accomplished 
and  sened  both  sides  well.  The  merchants 
had  direct  access  to  a  cir.-  department 
head  and  the  Downtown  Development 
Office  had  merchants  who  would  help 
bolster  their  efforts  to  renovate  buildings 
and  attract  businesses  downtown. "-- 


"They  needed  us  and  we  needed  them," 
said  Mary  Fierle,  of  the  Development 
Office.-' 

Downtown  merchants,  propern.' 
owners,  advocates,  and  entrepreneurs 
were  a  crucial  new  addition  to  the  cast 
of  players.  The  ADA  organized  mar- 
keting and  promotion  efforts,  supported 
leasing  and  business  recruitment,  and 
led  problem-solving  initiatives.  It  also 
was  a  recruiter  and  a  conduit  for  com- 
munit}'  involvement.  As  Ashly  Maag, 
one-time  .-KDA  director,  said,  "We  were 
a  hybrid  organization:  the  cir\''s  private- 
sector  partner  and  a  voice  and  advocate 
to  the  cit\'  from  the  pri\ate  side."-'' 

Walking  the  Talk 

The  cir\  determined  that  just  as  private- 
sector  support  for  the  re\'italization 
effort  needed  to  be  broad-based,  so  did 
public-sector  support.  Municipal  govern- 


Scciffoldiiig  oil  Battery  Park  Apartments  in  downtown  Asheville  during 
National  Church  Residences'  recent  renovation  of  the  122-unit  former  hotel. 
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ment  reinvested  in  public  propern-  at  a 
level  of  qualitv'  conducive  to  excellent 
development.  The  city  kept  city  agencies 
downtown,  created  civic  amenities,  sup- 
ported downtown  events,  paid  for  ap- 
propriate studies,  improved  public 
properties,  and  encouraged  its  employees 
to  use  downtown  merchants.  The  city 
also  constructed  three  new  parking  decks 
downtown,  implemented  a  streetscape 
plan,  created  two  Urban  Redevelopment 
Areas,  and  supported  creation  of  the  Ur- 
ban Trail.  Perhaps  the  most  symbolic  of 
the  city's  efforts  occurred  with  acquisi- 
tion and  rehabilitation  of  an  old  building 
in  the  revitalization  area  that  became 
the  Downtown  Development  Office. 
In  addition,  the  city  manager  con- 
ducted frequent  walking  tours  with 
department  heads,  during  which  he  en- 
couraged coordination  of  downtown 
projects  across  departments.  He  made 
clear  his  expectation  that  each  depart- 
ment would  contribute  to  the  revitaliza- 
tion, and  he  insisted  that  accountabilirv' 
for  achieving  the  vision  be  built  into  de- 
partment work  plans  and  staff  perfor- 


The  cit\'  convinced  other  levels  of 
government  also  to  walk  the  talk. 
Garnering  county  support  was  relatively 
easy.  County  government  leaders, 
having  participated  in  the  Downtown 
Commission  and  the  planning  exercises, 
recognized  that  locating  county  agencies 
downtown  would  stimulate  develop- 
ment and  improve  both  the  image  and 
the  ta.x  base  of  the  area.  For  county 
leaders,  there  could  be  no  justifying 
the  "standing  concrete"  of  vacant 
buildings  and  their  anemic  contribution 
to  the  tax  base. 

City  school  officials 
were  similarly  suppor- 
tive. When  the  school 
board  needed  to 
lease  new  central 
office  space,  it  did  so 
in  a  newly  rehabili- 
tated, prominent 
downtown  building, 
although  suitable 


mance  reviews. 


less  expensive  space 
was  probably  avail- 
able elsewhere  in 
the  city.-^" 


County  government  leaders, 
having  participated  in  tlie 
Downtown  Commission  and 
tlie  planning  exercises,  recog- 
nized that  locating  county 
agencies  downtown  would 
stimulate  development  and 
improve  both  the  image  and 
the  tax  base  of  the  area. 


Reaping  the  Positive  Results 

The  Downtown  Development  Office 
managed  a  festivals  program  that 
included  Bele  Chere  (pronounced  "Bell 
Share"),  a  festival  encompassing  the  en- 
tire center  city  during  the  last  full  week- 
end in  July.  Today  Bele  Chere  attracts 
more  than  350,000  visitors,  and  in 
2005  the  festival's  direct  total  spending 
was  estimated  to  be  $12.4  million.-'' 

Events  like  Bele  Chere  were  central 
to  the  downtown  program,  as  evidenced 
b}'  the  marketing  plan's  positioning  state- 
ment: "Downtown 
Asheville  is  the  en- 
tertainment capital  of 
the  region  [western 
North  Carolina]. "i^ 
Community-oriented 
events  such  as  Light 
Up  Your  Holidays, 
Moonlight  over 
Downtown,  Tell  It  in 
the  Mountains, 
Downtown  after  5, 
Oktoberfest,  July 
Fourth  festivities,  and 
First  Night  Asheville 


In  North  Carolina  overall,  there  are 
1,500  Housing  Credit  properties,  with 
more  than  40,000  units.  Each  year  the 
state  allocates  about  $1 60  million  in 
Housing  Credits,  which  results  in  the  an- 
nual addition,  on  average,  of  40  proper- 
ties and  2,500  units.  Currently,  Asheville 
is  home  to  1 7  Housing  Credit  properties, 
with  a  total  of  1,121  units. 

The  program  creates  affordability 
through  the  Internal  Revenue  Code, 
otherwise  known  as  the  federal  income 
tax  statute.  A  full  explanation  of  the 
Housing  Credit  is  beyond  the  scope  of 
this  article.  Following  is  a  greatly 
simplified  example: 

•  A  sixty-unit  property  requires  $5  million 
in  total  costs  to  acquire  and  develop. 

•  The  property  generates  a  $3.6  million 
reduction  in  federal  income  tax 
liability. 

•  In  exchange  for  this  tax  credit,  an 
investor  contributes  $3.2  million  in 
equity 

•  This  equity  replaces  debt  that  would 
otherAA/ise  be  necessary  for  construction. 


•  Payments  on  a  $1 .8  million  loan 
($5  million  minus  $3.2  million)  are 
much  lower  than  those  on  a  $5  million 
loan,  and  these  savings  are  passed 
along  to  the  tenants. 

The  North  Carolina  Housing  Finance 
Agency  (NCHFA)  is  responsible  for 
administering  the  Housing  Credit 
program  in  this  state.  NCHFA  is  a  self- 
supporting  public  agency  with  a  mission 
to  create  affordable  housing  opportu- 
nities for  North  Carolinians  whose  needs 
are  not  met  by  the  market.  NCHFA 
awards  Housing  Credits  through  a  highly 
competitive  process. 

Downtown  Revitalization 

The  primary  purpose  of  the  Housing 
Credit  program  is  to  make  investments 
in  real  estate  that  sen/es  the  housing 
needs  of  low-income  families  and 
individuals.  However,  NCHFA  also  is 
committed  to  helping  local  governments 
improve  their  communities. 
NCHFA's  rental  policies  and  practices 
demonstrate  this  commitment.  Since 


2000,  more  than  one-third  of  North 
Carolina's  federal  Housing  Credits  have 
been  awarded  to  proposals  that  have 
directly  assisted  in  revitalizing  neighbor- 
hoods. These  properties  have  made  a 
difference  in  more  than  fifty  municipal- 
ities across  the  state. 

Following  are  four  fundamental 
pnnciples  for  local  government  officials 
and  nonprofit  organization  leaders  to 
keep  in  mind  when  considenng  the  use 
of  Housing  Credits  for  a  downtown 
improvement  effort: 

1 .  Housing  Credit  properties  are 
privately  owned  businesses.  As  with 
any  prospective  business,  owners  need 
to  be  certain  that  there  is  a  market  for 
their  product — in  this  case,  renters. 
Because  the  product  is  real  estate,  the 
other  critenon  owners  should  consider 
is  location. 

NCHFA's  most  frequent  investment- 
related  concern  regarding  site  and 
market  in  downtowns  is  that  Housing 
Credit  properties  not  be  the  first  activity 
in  a  neighborhood.  Such  properties  are 
not  suitable  as  "sparks."  Instead,  they 
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were  all  launched  from  the  mid-1980s 
to  the  early  1990s  so  that  residents 
would  come  downtown,  have  fun,  and 
see  the  progress. 

The  festivals  also  served  an  important 
organizational  development  function: 
they  were  a  training  ground  for  new 
and  emerging  leaders  and  allowed  the 
city  to  celebrate  its  unique  quality  of  life 
and  civic  spirit. 

Far  beyond  the  cultural  and  economic 
value  of  festivals  such  as  Bele  Chere, 
Asheville  stands  as  an  impressive  ex- 
ample of  what  an  economically  viable 
downtown  can  mean  to  the  tax  base  of 
an  entire  city  and  count)'.  In  1982,  one 
year  after  the  beginning  of  the  concerted 
efforts  to  revitalize  downtown,  the  total 
\alue  of  properr.-  in  the  Central  Business 
District  was  S48,23~,500.  In  2004, 
after  more  than  twenty  years  of  con- 
certed work  and  tens  of  millions  of  dol- 
lars of  private  investment  in  the  buildings, 
the  taxable  \alue  was  5386,834,500,  an 
increase  of  "02  percent. -''  If  an  acre  of 
land  with  improvements  in  downtown 
is  compared  with  an  acre  of  land  with 
improvements  m  a  rural  or  suburban 


area,  today  the  value  of  Central  Business 
District  propert\-  per  acre  to  Buncombe 
County's  average  tax  yield  is  544,887 
per  acre  for  Central  Business  District 
mixed-use,  three-  or  four-story  condo- 
miniums (with  first-floor  commercial 
use),  versus  only  51, "16  and  51,236  per 
acre  for  cit>'  and  count)"  residential 
propert);  respectively.-"  The  density  adds 
residents  to  the  city  without  increased 
costs  for  infrastructure. 

Because  of  the  city's  foresight  and 
commitment  to  the  Central  Business 
District,  positive  results  abound.  The 
approach  of  preservation  and  adaptive 
reuse  honored  Asheville's  history,  saved 
historic  buildings,  and  pro\ided  unique 
spaces  for  entertainment,  offices,  living, 
and  civic  amenities.  Twent\'  years  after 
the  formation  of  the  Downtown  Com- 
mission, downtown  Ashe\ille  enjoys  an 
explosion  of  new,  urban  construction, 
especially  residential.  Residents  living 
downtown  (in  Census  Tract  1)  increased 
from  819  in  1990  to  1,351  in  2000."'  In 
2006  and  200",  four  hundred  apartments 
and  condominium  units  \\  ill  come  on 
the  market.'  One  challenge  ahead  is  to 


provide  affordable  workforce  housing. 
Only  a  small  percentage  of  the  upcoming 
units  are  moderately  priced.  Attracting 
developers  to  this  niche  is  difficult  (for 
information  about  a  helpful  resource, 
see  the  sidebar  on  page  8). 

Business  offerings  of  all  r\-pes  have 
expanded,  including  an  increase  from 
2  galleries  in  the  mid-1980s  to  30  today 
and  from  6  minorit)"-owned  businesses 
to  22-plus  today.  There  is  more  than 
one  million  square  feet  of  office  space 
downtown,  representing  about  50 
percent  of  all  office  uses  within  the  cit\\ 
There  also  are  200  retail  shops,  80 
restaurants  and  bars,  25  music  venues, 
12  churches  and  religious  organizations, 
5  museums,  and  5  theaters. '- 

A  Theory  of  Change 

Examining  the  Asheville  story  in  retro- 
spect, one  can  discern  the  course  of  action 
that  created  downtt)wn  Asheville's 
resurgence.  More  difficult  to  ascertain  is 
how  those  actions  fit  into  a  broader 
theory  of  economic  change.  If  down- 
town development,  like  other  economic 


should  complement  other  efforts.  Having 
surrounding  revitalization  efforts  well  under 
way  provides  assurance  that  NCHFA's 
investment  will  not  be  the  only  one. 

2.  NCHFA's  evaluation  of  proposed 
sites  for  new  construction  also  looks  to 
the  other  half  of  the  purpose  stated 
earlier:  helping  improve  the  lives  of  low- 
income  households.  Would  the  property 
be  a  nice  place  to  live  for  senior  citizens 
or  families  with  children?  In  other  words, 
does  It  make  sense  to  create  housing 
units  at  this  location? 

The  site  cntena  assess  whether  the  lo- 
cation has  a  neighborhood  feel  and  ask 
about  the  quality  and  the  proximity  of 
surrounding  shopping,  services,  and  other 
amenities.  Using  the  critena,  NCHFA  staff 
apply  penalties  for  problematic  features. 
Downtown  and  infill  areas  often  compete 
well  in  this  evaluation.  Concerns  do  anse 
when  there  is  an  expectation  that  eco- 
nomically vulnerable  households  will 
serve  as  residential  pioneers,  the  only 
people  inhabiting  an  area. 

For  rehabilitation  proposals  the  con- 
cerns are  very  different  than  for  new 
construction  proposals  because  the  ques- 


tion of  whether  to  create  housing  already 
has  been  answered.  Thus  the  quality-of- 
life  issue  for  existing  properties  is  whether 
the  proposal  will  help  those  living  in  the 
worst  conditions.  NCHFA  encourages 
rehabilitation  of  distressed  projects, 
which  can  be  part  of  the  reason  an  area 
is  in  need  of  revitalization.  The  changes 
result  in  visible  physical  improvements 
and,  in  some  cases,  better  management. 

3.  Every  locality  in  North  Carolina  has 
access  to  federal  funds  for  housing  and 
community  development.  Adding  these 
funds  as  additional  sources  for  Housing 
Credit  properties  can  make  the  differ- 
ence between  a  successful  project  and 
one  that  struggles. 

There  are  two  ways  to  use  these  funds. 
The  first  is  by  offering  below-market 
financing,  which  reduces  the  debt- 
service  burden  on  the  property  and  thus 
the  burden  on  the  tenants.  The  monthly 
payments  on  a  loan  with  a  5  percent 
interest  rate  and  a  twenty-year  term  are 
twice  as  high  as  those  on  one  with  a 
2  percent  rate  and  a  thirty-year  term.  For 
a  sixty-unit  property  with  a  $1 .8  million 
loan,  the  difference  is  $218  per  unit 


per  month  in  tenant  rent  versus  $111 
per  unit  per  month — or  $  1 ,284  per  year, 
a  significant  amount  for  low-income 
households. 

The  second  use  for  local  funds  is  to 
improve  the  area  surrounding  a  pro- 
posed site.  Repairing  dilapidated  homes, 
clearing  abandoned  structures,  adding 
sidewalks,  and  building  parks  are  among 
the  many  eligible  activities  that  assist  in 
the  Housing  Credit  award  process. 

4.  NCHFA  always  welcomes  opportu- 
nities to  work  with  local  governments. 
The  key  is  to  communicate  at  an  early 
stage  in  planning.  At  that  point,  NCHFA 
staff  and  prospective  applicants  can 
discuss  how  state  policies  fit  with  local 
priorities. 

Properties  in  Asheville 

Downtown  Asheville  offers  several  ex- 
amples of  successful  Housing  Credit 
properties  representing  both  new  con- 
struction and  rehabilitation.  Two  of  the 
most  recently  awarded  projects  are  The 
Griffin  and  Battery  Park  Apartments. 

continued  on  page  12 
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development,  must  play  on  the  unique 
context  of  each  communit)^,  can  other 
communities  draw  specific  lessons  from 
Asheville's  experience?  We  think  so. 

The  public-sector  strategy  for  trans- 
forming Asheville's  downtown  reflects 
broad  principles  of  effective  leadership 
of  change  initiatives,  which  have  impli- 
cations beyond  downtown  redevelop- 
ment. As  evidence,  we  point  to  the 
symmetry  between  the  activities  of 
Asheville's  leaders  and  the  principles  for 
effective  change  set  out  by  Harvard 
Business  School  Professor  Rosabeth 
Moss  Kanter.  Although  the  cit}''s  leaders 
did  not  consider  Kanter's  work  or  any 
other  explicit  theory  of  change  as  they 
breathed  new  economic  life  into  their 
downtown  area,  their  actions  strongly 
correlate  with  Kanter's  theory.  The 
parallels  suggest  that,  whether  change 
strategies  are  driven  by  the  public  sector 
or  the  private  sector  or  both,  and 
whether  they  are  intentionally  linked  to 
change  theory  or  not,  effective  ones  call 
for  certain  essential  ingredients.'' 

On  the  basis  of  her  research  on  change 
theory,  Kanter  argues  that  leaders  of 


effective  change  initiatives  must  set  the 
direction,  define  the  context,  and  help 
produce  coherence.  Leaders  also  must 
manage  the  culture,  or  at  least  the 
vehicles  through  which  that  culture  is 
expressed.  They  must  set  the  boundaries 
for  collaboration,  autonomy,  and  the 
sharing  of  knowledge  and  ideas;  give 
meaning  to  events  that  otherwise  appear 
random  and  chaotic;  and  inspire  volun- 
tary behavior — effort,  innovation,  and 
entrepreneurship.''"* 

More  particularly,  Kanter  suggests, 
leaders  must  ensure  that  their  change 
efforts  are  doing  the  following: 

•  Tuning  in  to  the  environment 

•  Challenging  the  prevailing 
organizational  wisdom 

•  Communicating  a  compelling 
aspiration 

•  Building  coalitions 

•  Transferring  ownership  to  a 
working  team 

•  Learning  to  persevere 

•  Making  everyone  a  hero 


Tuning  in  to  the  Environment 

Kanter  writes,  "As  a  leader  you  can't 
possibly  know  enough,  or  be  in  enough 
places  to  understand"  everything  that 
you  need  to  know  to  give  direction  to 
your  work.'^  She  therefore  suggests  the 
strategy  of  creating  listening  posts — 
ways  to  actively  collect  information  that 
suggests  new  approaches.  Asheville  did 
just  that. 

At  the  Asheville  Revitalization  Com- 
mission, the  newly  hired  Williams  re- 
ceived the  following  charge:  "Be  an 
ombudsman,  an  information  mover,  a 
presence  in  downtown,  and  spread  the 
message:  'The  city  cares.'"'''  Ken  Micha- 
love,  then  the  city  manager,  instructed 
Williams  to  eat  breakfast  every  morning 
with  someone  about  prospects  for  down- 
town, alternating  companions  between 
the  two  downtown-mall  factions. 

The  cit}''s  tradition  of  setting  up  mul- 
tiple and  various  types  of  listening  posts 
continued  into  the  mid  and  late  1980s. 
When  the  Downtown  Development 
Office  started,  staff  visited  each  business 
downtown  and  collected  the  concerns 
and  the  ideas  of  its  employees.  When 


Residents  and  guests  exploring  the  restored  ballroom,  during  the  grand  reopening  of  Battery  Park  Apartments. 
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the  rime  came  to  order  new  street  furni- 
ture, organizers  set  up  choices  of  benches, 
trash  receptacles,  and  streetlights  for 
people  to  tn-,  and  asked  them  to  vote  for 
their  favorites.  Organizers  conducted 
"charrettes"  (intense,  creative  work  ses- 
sions) to  gain  input  on  the  future  of 
downtown.  As  the  planning  department's 
urban  design  planner  picked  up  news 
about  significant  changes  in  the  down- 
town environment,  she  shared  it  and  took 
action.  The  city  introduced  a  mounted 
police  program  that  aided  both  public 
safet)'  and  community'  relations.  All  staff 
spent  a  lot  of  time  with  their  feet  on  the 
street  (and  their  eyes  and  ears  alert). 

Challenging  the  Prevailing 
Organizational  Wisdom 

.-Vccording  to  Kanter,  successful  leaders 
of  change  develop  "kaleidoscopic  think- 
ing," a  wa)'  of  constructing  patterns 
from  the  fragments  of  data  a\ailable, 
then  manipulating  them  to  form  different 
patterns.  This  kind  of  thinking  allows 
leaders  to  question  their  own  assump- 
tions about  the  correct  solution  to 
a  problem. 


Asheville  set  out  to  question  its  own 
and  others'  assumptions  about  how  to 
develop  downtown,  and  to  explore  a 
range  of  solutions  to  downtown's  prob- 
lems. The  cit\'  sponsored  ventures  to  other 
cities,  asking  \'o\-agers  to  return  with  fresh 
ideas.-"  Also,  local  nonprofits  brought 
experts  to  Asheville  to  share  their  experi- 
ences. When  the  French  Broad  River  Gar- 
den Club  sponsored  a  workshop  and 
talk  by  Mary  Means,  the  first  director 
of  the  National  Main  Street  Center  of 
the  National  Trust  for  Historic  Preserva- 
tion, more  than  500  people  attended.^* 

The  city  was  armed  with  new  pos- 
sibilities, but  it  was  sobered  by  the 
realization  that  an  even  broader  cross- 
section  of  communits'  residents  needed 
to  grasp  the  stubborn  problems  of  a 
decaying  downtown  and  appreciate  how 
a  renewed  downtown  could  advance 
their  interests.  As  one  strategy,  in  1985 
the  cit\-  began  a  planning  process  for 
writing  a  new  cit>'wide  comprehensive 
plan.  The  process,  named  Alternatives 
for  Asheville,  involved  hundreds  of 
participants  from  diverse  perspectives 
and  factions  and  resulted  in  the  adop- 


tion of  the  Asheville  Cit\-  Plan  2010. 
The  plan  called  for  a  revitalized  down- 
town that  would  be  the  regional  center 
of  western  North  Carolina. 

Communicating  a  Compelling 
Aspiration 

Kanter  writes,  "You  cannot  sell  change, 
or  an\thing  else,  without  genuine  convic- 
tion, because  there  are  so  many  sources 
of  resistance  to  overcome." 5'  At  least 
initially,  people  tend  to  respond  to 
change  efforts  with  attitudes  such  as 
"We'\e  tried  it  before,  and  it  didn't 
work."  To  counter  this  resistance,  the 
cit)-  and  other  advocates  went  to  great 
lengths  to  communicate  a  consistent 
vision  that  illustrated  the  histon,',  the 
desires,  and  the  decisions  of  the  cit\\ 

Out  of  the  discourse  emerged  a  vision 
that  set  a  high  yet  attainable  standard: 

Renaissance  Asheville — A  doivntown 
that  functions  for  commerce  through 
a  rich  mix  of  business  types  .  .  . 
projects  an  mtage  of  Asheville  as  a 
small,  progressive  Southern  City  .  . . 
pulses  with  activity  throughout  the 


continued  from  page  10 
The  Griffin  is  a  fifty-unit  property  located 
on  Grove  Street  in  the  city's  central  busi- 
ness district,  close  to  the  businesses  and 
luxury  condominiums  of  the  Grove  Arcade. 
Construction  will  be  completed  in  fall 
2006.  The  developer  is  Mountain  Hous- 
ing Opportunities,  Inc.,  a  local  nonprofit 
with  broad  experience  in  housing. 
As  a  proposal,  The  Griffin  earned  one  of 
the  highest  site  and  market  scores  ever 
in  North  Carolina — 148  out  of  a  possible 
1 55  points.  In  addition  to  Housing 
Credits,  the  property  will  benefit  from 
$426,000  in  below-market  financing 
from  local  government  sources.  The 
average  rent  will  be  under  $450  per 
month  (plus  utilities). 

Battery  Park  Apartments  is  a  well- 
known  122-unit  marquee  property  on 
Battle  Square,  also  located  in  the  central 
business  district.  The  developer.  National 
Church  Residences,  budgeted  $30,300 
per  unit  in  construction  costs  to  reha- 
bilitate the  existing  structure,  which  was 
not  severely  distressed  but  was  in  need  of 
improvement  and  modernization.  Local 
governments  made  a  loan  of  $225,000 


and  issued  a  $6.7  million  tax-exempt 
bond.  Equity  for  the  Housing  Credits 
covered  the  remaining  costs.  The  grand 
reopening  was  held  in  August  2005. 

Conclusion 

With  the  right  planning,  federal  Housing 
Credits  are  a  powerful  tool  for  downtown 
revitalization.  By  combining  real  estate 


An  architectural  rendermg  of  The  Griffin. 


fundamentals,  quality-of-life  considera- 
tions, local  support,  and  early  communi- 
cation, local  governments  can  strategi- 
cally direct  this  resource  for  everyone's 
benefit. 

— Mark  Shetburne 


The  author  is  counsel  and 

policy  coordinator  for  the  NCHFA's 

Rental  Investment  Department. 
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day  and  evening  .  .  .  beckons  and 
comforts  children  and  older  adults 
.  . .  honors  our  heritage,  history,  and 
mountain  landscape  .  .  .  complernents 
the  high  quality  of  life  of  the  area  .  .  . 
entices  with  its  diverse  offerings  in 
fine  dining,  cultural  opportimities, 
housing  and  retail .  .  .  projects  a 
strong,  compelling  sense  of  place — 
commitment  to  quality  in  details, 
authentic  design,  pedestrian  oriented, 
urban  character  . . .  [T]he  social, 
financial,  cultural,  governmental, 
psychological,  economic  center  of 
western  North  Carolina!,]  which  is 
open  to  diverse  and  creative  possibil- 
ities yet  unseen.'*" 

To  breathe  life  into  the  vision,  cit\'  staff 
employed  a  variet}'  of  strategies.  With 
the  local  newspaper,  they  produced 
monthly  mserts  promoting  the  vision  of 
dovi'ntown  as  a  viable  district  and  giving 
updates  on  the  progress  of  development. 
They  conducted  "hard  hat  tours"  (tours 
of  construction  sites),  organized  unified 
retail-sales  campaigns,  told  the  down- 
town story  at  numerous  gatherings,  and 
gave  away  hundreds  of  toy  yellow  hard 
hats.  Working  with  the  Tourism  Devel- 
opment Authorit}',  they  launched  a  mar- 
keting campaign  for  tourists  with  the 
theme,  "Come  See  Downtown  Revitali- 
zation  in  Action." 


Building  Coalitions 

Kanter  says  that  change  leaders  need 
the  involvement  of  people  who  have  the 
resources,  the  knowledge,  and  the  clout 
to  make  things  happen.  In  the  early 
stages  of  planning,  leaders  must  identify 
key  supporters  and  sell  their  dream  with 
the  same  passion  and  deliberation  as 
entrepreneurs  sell  their  products. 

Understanding  that  public-private  part- 
nerships were  pivotal  to  successful  revital- 
ization,  the  primary  players  immediately 
began  working  actively  to  foster  such 
relationships.  The  Downtown  Develop- 
ment Office  served  as  the  hub  for  them. 

Coordination  of  the  various  partners 
occurred  through  the  Downtown  Com- 
mission. The  commission  was  a  forum 
for  discourse,  and  it  monitored  and  en- 
couraged constant  forward  momentum 
and  progress  on  projects.  It  supervised 
the  creation  and  the  implementation  of 
the  annual  Downtown  Action  Plan. 


Members  used  their  relationships  and 
influence  with  the  City  Council  to  down- 
town's advantage.  The  commission  also 
served  as  a  sounding  board  and  an  idea 
incubator  for  staff. 

The  final  key  piece  of  the  tripartite 
coalition  was  the  ADA.  It  served  as  a 
liaison  between  the  city  and  the  down- 
town business  community,  and  it  pro- 
vided much-needed  private-sector  support 
for  the  cit>''s  revitalization  endeavors. 

Transferring  Ownership  to  a 
Working  Team 

Kanter  asserts  that  a  leader's  job  is 
to  support  the  team,  provide  coaching 
and  resources,  and  patrol  the  boun- 
daries within  which  the  team  must 
operate  freely.  The  cir\'  proved  to  be  a 
masterful  leader  in  its  downtown  re- 
vitalization effort. 

One  of  the  Downtown  Development 
Office's  first  exercises  was  the  construc- 
tion of  a  sociogram.  The  visual  repre- 
sentation of  all  the  groups  involved  in 
downtown  improvement  and  their  rela- 
tionship to  one  another  clearly  instructed 
the  leadership  about  a  chronic  problem: 
there  were  too  many  groups  indepen- 
dently doing  their  part  and  not  related 
or  connected.  These  realities  led  to  the 
crafting  of  a  public-private  partnership 
model  that  was  functional,  trim,  flexible, 
inclusive,  manageable,  and,  ultimately, 
successful  at  building  civic  forces  for 
change.  Implementation  of  this  model 
would  not  have  occurred,  however, 
without  the  leadership,  the  funding,  and 
the  sponsorship  of  city  government. 

The  Cit\'  Council,  the  city  manager, 
and  the  Downtown  Commission  ex- 
pected the  Downtown  Development 
Office  to  take  the  lead  in  creating  a 
partnership  environment  within  the  re- 
vitalization program.  They  also  expected 
that  ultimately  this  partnership,  rather 
than  the  cit)'  exclusively,  would  sustain 
the  revitalization.  Thus  the  continuing 
charge  for  the  Downtown  Development 
Office  was  "Orchestrate  and  coordinate 
the  revitalization  of  downtown  Asheville 
through  a  public-private  partnership.""*' 

By  the  mid-1990s,  because  of  several 
factors,  it  was  imperative  that  a  tran- 
sition occur  to  position  the  private  sec- 
tor as  the  dominant  player.  One  project 
that  assisted  this  transition  was  dubbed 
the  Downtown  Advantage.  The  city,  the 


ADA,  and  certain  developers  worked 
together  to  tout  the  economic  benefits 
of  investing  in  downtown  and  locating 
there.  Through  a  resource  guide,  news- 
letters, brochures,  media  stories,  speak- 
ing engagements,  and  advertising,  the 
campaign  was  promoted. 

Learning  to  Persevere 

As  Kanter  acknowledges  in  her  study, 
"Every  idea,  especially  if  it  is  new  or  dif- 
ferent, runs  into  trouble  before  it  reaches 
fruition."'*- Forecasts  run  short,  diversions 
are  likely,  momentum  will  slow,  and 
critics  will  emerge.  Former  City  Manager 
Bean  readily  admits  that  the  city  under- 
estimated the  resources  needed  to 
revitalize  its  downtown."*^  There  also 
were  diversions  such  as  political 
squabbles,  developer  bankruptcies,  and 
feelings  in  some  neighborhoods  that  they 
had  been  left  out.  Momentum  stalled. 

Asheville  had  applauded  its  advantage 
in  having  elected  officials  and  advocates 
in  local  government  in  partnership  with 
the  private  and  nonprofit  sectors  to 
transform  downtown.  However,  as 
Kanter  predicts,  critics,  skeptics,  and 
cynics  began  to  challenge  the  city  by  the 
early  1990s.  Naysayers,  led  by  the  local 
Council  of  Independent  Business  Owners, 
criticized  the  city's  involvement  in  real 
estate  and  business  development,  and 
the  amount  of  city  resources  being 
dedicated  to  downtown. 

As  Kanter  declares,  "Roads  curve." 
The  downtown  development  effort  was 
forced  to  navigate  around  roadblocks. 
For  instance,  to  combat  the  negative 
statements  by  critics,  advocates  developed 
the  Mythbusters  campaign.  The  myths, 
rumors,  and  incorrect  information  cir- 
culated about  downtown  were  restated 
and  refuted  with  facts. 

The  backlash  continued,  however. 
The  ads  of  certain  candidates  for  City 
Council  called  the  city's  emphasis  and 
investments  in  downtown  a  waste.  Four 
new  members  of  the  seven-member  City 
Council  were  elected  in  1993.  The  sur- 
prising first  action  of  a  coahtion  of  two 
new  and  two  continuing  council  mem- 
bers was  to  fire  Bean.  Under  a  new  city 
administration,  the  amount  of  city  re- 
sources dedicated  to  downtown  was  di- 
minished. The  Downtown  Development 
Office  was  absorbed  by  other  cit}'  de- 
partments, and  its  clout  and  scope  were 
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diminished.  Several  staff  left  the  cit>''s 
employment.  Within  a  few  years  the 
ADA  became  totally  independent  of  the 
city.  The  Downtown  Commission, 
however,  continued  its  work. 

All  these  changes  were  followed  by  a 
period  of  minimal  investment,  startmg 
in  1995."'"'  Two  years  later,  though,  de- 
velopment rebounded  and  then  soared, 
buoyed  by  the  strong,  early  momentum, 
the  intentional  transition  to  the  private 
sector,  and  attractive  investment  oppor- 
tunities. Redevelopment  continued, 
fueled  by  significant  mvestment  by  the 
pri\ate  sector. 

Making  Everyone  a  Hero 

Kanter  cautions  that  remembering  to 
recognize,  reward,  and  celebrate  accom- 
plishments is  critical  to  the  success  of 
any  change  effort.  Asheville  took  many 
opportunities  to  celebrate  the  success  of 
those  laboring  to  transform  downtown. 

The  ADA  and  the  Downtown  De- 
velopment Office  created  the  Downtown 
Hero  awards.  Periodically  they  would 
single  out  volunteers  for  unselfish  con- 
tributions to  the  downtown  effort.  Each 
person  received  a  large  gold  medallion 
on  wide  red  ribbon,  and  the  media  and 
ADA  publications  acknowledged  his  or 
her  contributions.  The  Preservation 
Society  of  Asheville/Buncombe  County- 
bestowed  its  Griffin  Awards  cm  owners 
and  developers  who  rehabilitated  and 
preserved  historic  buildings  to  high 
standards.  Some  people  used  donations 
to  the  Urban  Trail  to  honor  downtown 
contributors.  Staff  and  xolunteers  or- 
ganized open  houses  to  show  off  new 
residences,  offices,  and  galleries.  The 
series  of  festivals  and  events  held  down- 
town showcased  the  district  and  cele- 
brated progress  made. 

The  city  and  the  AD.-\  made  it  a 
point  to  recognize  their  partners — 
dozens  of  people — who  were  the  change 
agents  of  downtown.  More  recently  the 
community  has  focused  its  recognition 
and  appreciation  primarily  on  a  small 
number  of  private-sector  catalysts. 

Conclusion 

The  Asheville  experience  m  downtown 
revitalization  illuminates  the  success  that 
is  possible  when  a  local  government 
takes  a  leadership  role  in  addressing  a 


problem,  while  taking  care  to  be  in- 
clusive and  to  engage  key  stakeholders 
continuously. 

Asheville's  leaders  were  clear  that 
only  a  civic  force  including  the  private, 
not-for-profit,  and  public  sectors  would 
be  strong  enough  to  re\erse  decades  of 
downtown  decay  and  dysfunction.  To 
rescue  downtown  Asheville  for  future 
generations,  cit>'  leaders  sought  to  cre- 
ate, but  not  to  be  the  sole  extent  of,  a 
human  structure  and  culture  needed  to 
support  downtown  development.  They 
understood  that  the  city  had  to  build  a 
system  larger  than  municipal  govern- 
ment and  innovate  from  within  it. 

Without  a  doubt  many  private-  and 
nonprofit-sector  leaders  played  pivotal 
roles  in  Ashe\ille's  downtown  revitali- 
zation. However,  describing  the  city's 
specific  role  in  the  re\italization  makes 
Its  effecti\e  leadership  in"iniediately 
apparent  and  establishes  the  consistency 
of  that  role  with  characteristics  set  forth 
more  generally  for  change  efforts. 
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reliance  on  historic  preservation  and 
other  resources  to  implement  programs 
that  work 

•  Build  an  active  pool  of  volunteers 
engaged  in  downtown  activities 

•  Facilitate  rehabilitation  and  development 
of  downtown  buildings  by  property 
owners,  investors,  and  developers 

•  Create  interlocking  interests  and  account- 
abilities among  all  the  groups  interested 
in  downtown 

•  Produce  a  few,  quick  visible  victories — 
completed  projects 

42.  Kanter,  The  Enduring  Skills. 

43.  Interview  with  Bean. 

44.  Downtown  Development  Office,  Crri' 
of  Asheville,  An  Update  on  Downtown 
ASHEVILLE  (Asheville:  DDO,  2003). 
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Schools'  Legal  Obligations  to  Gay  Students 

Laurie  L.  Mesibov 


Schools  should  be  safe  places.  Stu- 
dents who  are  safe,  respected,  and 
valued  are  more  likely  to  learn  and 
achieve  than  students  who  are  not.'  Cur- 
rent North  Carolina  statutes  and  policies 
express  the  same  view — for  example: 

The  General  Assembly  finds  that  all 
schools  should  be  safe,  secure,  and 
orderly.- 

It  is  the  priority  of  the  State  Board 
of  Education  to  provide  each  and 
evert'  student  in  North  Carolina's 
public  schools  and  public  charter 
schools  with  a  safe,  orderly,  and 
caring  learning  environment  that  is 
free  from  harassment,  bullying,  and 
discrimination.-' 

Character  education  must  be  incor- 
porated into  the  standard  curriculum 
and  should  address  several  traits. 
Two  of  these  traits  are  respect .  .  . 
and  kindness.'' 

Local  school  boards  are  encouraged 
to  include  instruction  on  students' 
responsibilit\'  for  school  safety  and 
for  helping  to  create  a  harmonious 
school  atmosphere  .  .  .[.]  and  for 
cultivating  an  orderly  learning 
environment .  .  .  .' 

These  statements  apph'  to  all  schools 
and  to  each  and  ever.-  student.  "Each  and 
every"  includes  students  who  are  not 
heterosexual,  are  not  perceived  as  hetero- 
sexual, or  are  unsure  of  their  sexual 
orientation,  as  well  as  the  vast  majorir\' 
of  students  who  are  heterosexual.  It  also 
includes  "transgendered"  students — that 
is,  those  who  feel  that  their  gender  does 
not  correspond  to  their  biological  sex. 

.■\n  increasing  number  of  young  people 
are  openly  identih^ing  themselves  as  ga\. 


The  author  is  a  School  of  Cijvermiient  f.;c- 
iilty  member  specializing  in  public  schaol 
Lui:  Contact  her  at  niesibov@soe.unc.edu. 


Controversies  involving  sexual 
orientation  and  gender  identity 
have  sprung  up  in  public  schools 
across  the  country.  School  officials 
are  being  called  on  to  explain 
and  defend  their  responses  in 
court,  in  the  media,  and  in  their 
community  as  well  as  at  school. 


lesbian,  bisexual,  or  transgendered." 
Other  young  people  are  questioning 
their  sexual  orientation  or  gender  iden- 
tit\'.~  Not  surprisingly,  controversies 
involving  sexual  orientation  and  gender 
identiDi'  have  sprung  up  in  public  schools 
across  the  country.  Controversies  may 
occur  over  peer  harassment  of  students 
based  on  real  or  perceived  sexual  orien- 
tation; First  Amendment  issues,  includ- 
ing dress  codes;  or  establishment  of  a 
gay/straight  alliance. 

School  officials  are  being  called  on  to 
explain  and  defend  their  responses  in 
court,  m  the  media,  and  in  their  commu- 
niT\-  as  well  as  at  school.  School  officials" 
responses  are  likely  to  be  appropriate  if 
school  boards  have  reviewed  their  poli- 
cies with  these  controversies  in  mind.  In 
addition,  school  boards  must  take  affir- 
mative steps  to  stop  known  harassment 
of  gay  students,  both  to  prevent  injury 
and  avoid  potential  liabilits-,  and  to 
provide  students  with  a  safe  learning 
environment.  Attention  to  these  issues 
helps  students  learn  and  achieve  and 
also  may  affect  rates  of  dropping  out, 
substance  abuse,  depression,  homeless- 
ness,  and  poor  health. 

Sexual  orientation  and  gender  identit)" 
are  complicated  issues  for  many  school 
officials  and  employees.  Some  wish  that 
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schools  could  ignore  these  issues  al- 
together. Others  want  more  acknowledg- 
ment of  and  support  for  gay  students. 
Still  others  have  strong  religious  beliefs 
or  private  feelings  that  seem  to  be  at  odds 
with  their  public  obligations. 

The  issues  also  are  complicated  be- 
cause schools  do  not  exist  in  a  vacuum. 
Issues  related  to  gay  students  occur 
partly  in  response  to  conditions  external 
to  schools. 

In  recent  years,  significant  changes 
have  occurred  in  health  professionals' 
views  of  sexual  orientation,  in  popular 
culture,  in  businesses  seeking  both  cus- 
tomers and  employees,  in  political  dis- 
course, in  some  religious  institutions,  and 
in  the  number  of  gay  parents  involved 
in  their  children's  education.  Across  the 
country,  some  states,  political  subdivi- 
sions, and  school  boards  have  adopted 
nondiscrimination  statutes,  ordinances, 
or  policies.  Many  universities,  private 
organizations,  and  corporations  have 
adopted  similar  policies.  (For  guidance 
from  professional  associations  on  sexual 
orientation  and  youth,  see  the  sidebar 
on  page  18.) 

Changes  have  taken  place  in  the  legal 
culture  too,  with  increases  in  the  num- 
ber of  openly  gay  attorneys,  the  number 
of  advocacy  groups,  the  amount  of  pro 
bono  work  done  by  lawyers,  and  the 
number  of  law  school  courses  dealing 
with  issues  affecting  gay  people.  Further, 
the  law  itself  has  evolved,  most  notably 
with  two  Supreme  Court  decisions  based 
on  the  Fourteenth  Amendment  to  the 
Constitution.  In  the  first  decision,  the 
Court  said  that  the  Equal  Protection 
Clause  does  not  permit  a  state  to  pro- 
hibit all  legislative,  executive,  or  judicial 
action,  at  any  level  of  state  or  local 
government,  designed  to  protect  homo- 
sexual persons.'^  In  the  second  decision, 
the  Court  held  that  the  Due  Process 
Clause  protects  homosexual  acts  by 
consenting  adults  in  the  privacy  of  their 
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Guidance  from  Professional  Associations  on  Sexual  Orientation  and  Youth 


Barbara  L  Frankowski  and  Committee  on  Adolescence 
(American  Academy  of  Pediatrics),  Sexual  Orientation 
and  Adolescents,  113  Pediatrics  1827  (2004),  available  at 
http://pediatrics.aappublications.Org/cgi/content/full/1 1 3/6/ 
1827  (last  visited  June  5,  2006) 

Excerpts 

Young  people  whose  sexual  orientation  is  not  hetero- 
sexual can  have  risks  to  their  physical,  emotional,  and 
social  health,  primarily  because  of  societal  stigma,  which 
can  result  in  isolation.  ,  .  . 

Human  sexual  orientation  most  likely  exists  as  a 
continuum  from  solely  heterosexual  to  solely  homosexual. 
.  .  .  The  mechanisms  for  the  development  of  a  particular 
sexual  orientation  remain  unclear,  but  the  current 
literature  and  most  scholars  in  the  field  state  that  one's 
sexual  orientation  is  not  a  choice  .... 

....  If  their  environment  is  critical  of  their  emerging 
sexual  onentation,  these  adolescents  may  experience 
profound  isolation  and  fear  of  discovery,  which  interferes 
with  achieving  developmental  tasks  of  adolescence 
related  to  self-esteem,  identity,  and  intimacy  .  .  . 

Nonheterosexual  youth  are  represented  within  all 
populations  of  adolescents,  all  social  classes,  and  all  racial 
and  ethnic  groups.  .  .  . 

....  It  IS  cntical  that  schools  find  a  way  to  create  safe 
and  supportive  environments  for  students  who  are  or 
wonder  about  being  nonheterosexual  or  who  have  a 
parent  or  other  family  member  who  is  nonheterosexual. 

Just  the  Facts  about  Sexual  Orientation  &  Youth:  A  Primer 
FOR  Principals,  Educators  and  School  Personnel 
(Washington,  D.C.:  American  Psychological  Association, 
2006),  available  at  www.apa.org/pi/lgbc/publications/ 
justthefacts.html  (last  visited  June  5,  2006) 

This  publication  was  developed  and  is  endorsed  by  the  Amer- 
ican Academy  of  Pediatrics,  the  American  Counseling  Assoa- 
ation,  the  American  /Vssociation  of  School  Administrators,  the 
Amencan  Federation  of  Teachers,  the  Amencan  Psychological 


Association,  the  American  School  Health  Association,  the 
Interfaith  Alliance  Foundation,  the  National  Association  of 
School  Psychologists,  the  National  Association  of  Social 
Workers,  and  the  National  Education  Association. 

Excerpts 

Sexual  orientation  is  one  component  of  a  person's 
identity  .  .  . 

Sexual  behavior  does  not  necessarily  eguate  to  sexual 
onentation.  .  .  . 

Gay,  lesbian,  and  bisexual  adolescents  follow  a 
developmental  path  that  is  both  similar  to  and  different 
from  that  followed  by  heterosexual  adolescents.  All 
teenagers  face  certain  developmental  challenges  .... 
Gay  lesbian,  and  bisexual  youth  must  also  cope  with 
prejudiced,  discriminatory,  and  violent  behavior  and 
messages  in  their  families,  schools,  and  communities. 
Such  behavior  and  messages  negatively  affect  the  health, 
mental  health,  and  education  of  lesbian,  gay  and  bisexual 
young  people.  These  students  are  more  likely  than 
heterosexual  students  to  report  missing  school  due  to 
fear,  being  threatened  by  other  students,  and  having 
their  property  damaged  at  school.  .  .  . 

For  these  reasons,  the  experience  of  gay,  lesbian,  and 
bisexual  teenagers  is  often  one  of  isolation,  fear  of  stigma- 
tization,  and  lack  of  peer  or  familial  support. .  . .  Because  of 
their  legitimate  fear  of  being  harassed  or  hurt,  gay,  lesbian, 
or  bisexual  youth  are  less  likely  to  ask  for  help.  Thus,  it  is 
important  that  their  environments  be  as  open  and  accept- 
ing as  possible,  so  these  young  people  will  feel  comfortable 
sharing  their  thoughts  and  concerns.  To  be  able  to  pro- 
vide an  accepting  environment,  school  personnel  need  to 
understand  the  nature  of  sexual  orientation  development 
and  be  supportive  of  healthy  development  for  all  youth. 

Dealing  with  Legal  Matters  Surrounding  Students' 
Sexual  Orientation  and  Gender  Identity  (Nat'l  Sch.  Bds. 
Ass'n,  n.d.),  available  at  wvvw.nsba.org/site/docs/34600/ 
34527.pdf  (last  visited  June  5,  2006) 

This  publication  provides  practical  guidance  on  schools'  legal 
rights  and  responsibilities  with  respect  to  students,  programs, 
and  curriculum. 


iiomes,  with  the  result  that  adults 
may  not  be  criminally  prosecuted  m 
these  circumstances." 

This  article's  goal  is  to  introduce  a 
rapidly  developing  area  of  education 
law,  not  to  review  all  relevant  issues  and 
cases.'"  The  law  is  still  developing  and 
expanding,  and  laws  differ  from  one 
jurisdiction  to  another.  No  reported 
case  has  involved  a  North  Carolina 


school.  North  Carolina  does  not  have 
a  state  statute  barrmg  discrimination 
on  the  basis  of  sexual  orientation,  and 
most  school  boards  have  no  policy  pro- 
tecting gay  students  (or  employees) 
against  discrimination."  At  the  same 
time,  gay  students  attend  school  in  every 
jurisdiction,  and  some  may  face  situa- 
tions similar  to  ones  that  have  led  to 
lawsuits  in  other  places  (for  an  example. 


see  the  sidebar  on  page  21 ).  Understand- 
ing the  law  helps  school  board  members 
and  employees  meet  their  responsibil- 
ities and  helps  the  larger  community' 
understand  the  constraints  within  which 
school  officials  must  make  decisions.  The 
following  discussion  of  peer  harassment. 
First  Amendment  issues,  and  gay/  straight 
alliances  is  intended  to  promote  that 
understanding. '- 
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Peer  Harassment  Based  on 
Actual  or  Perceived  Sexual 
Orientation 

Although  e\'ery  case  has  different  facts, 
the  story  lines  are  remarkably  similar. 
A  student  who  is  gay  or  perceived  to 
be  gay  alleges  that  he  or  she  has  been 
subjected  to  harassment  by  other 
students,  ranging  from  teasing  to 
severe  physical  assault.  The  student 
reports  that  harassment  to  school 
officials,  who  do  not  adequately 
respond.  Their  inadequate  response 
allegedly  causes  injury  to  the  student. 
The  student  then  sues,  claiming  a 
violation  of  Title  IX,  the  Equal  Protec- 
tion Clause,  the  Due  Process  Clause, 
or  some  combination  of  them. 

Several  cases  have  decided  only 
whether  a  particular  lawsuit  may  pro- 
ceed. Such  cases  still  may  be  resolved 
before  a  trial,  be  withdrawn,  be 
settled,  or  go  to  trial.  Settlements  may 
involve  damages,  attorneys"  fees,  court 
costs,  policN'  review  and  modification, 
and  instructions  for  students  and 
training  for  employees.  Settlements 
may  be  substantial. 

Title  IX  Claims 

Title  IX  of  the  Education  Amendments  of 
1972  prohibits  discrimination  on  the 
basis  of  se.x  in  any  education  program 
that  receives  federal  financial  assistance. ' ' 
It  applies  to  all  public  elementary  and 
secondan-  schools.  One  kind  of  prohibited 
discrimination  is  se.xual  harassment.'''  In 
Di.ii'is  I'.  Monroe  County  Board  of  Edu- 
cation, the  U.S.  Supreme  Court  spelled 
out  the  elements  required  for  a  school 
board  to  be  liable  for  student-student  har- 
assment under  Title  IX.'"  When  student- 
student  sexual  harassment  is  alleged.  Title 
IX  permits  a  student  to  recover  damages 
from  a  school  board  when  (1)  the  school 
board  has  actual  knowledge  of  the  harass- 
ment, (2)  the  board  acts  with  deliberate 
indifference  to  known  acts  of  harassment, 
and  (3)  the  harassment  is  so  severe,  per- 
vasive, and  ob|ectively  offensive  that  it 
effectively  bars  the  victim's  access  to  an 
educational  opportunity  or  benefit.  The 
Court  limited  any  liability  to  circum- 
stances in  which  the  school  board 
exercises  substantial  control  over  both 
the  harasser  and  the  context  in  which 
the  known  harassment  occurred. 


Jesse  Montgomery,  a  student  in  Min- 
nesota, sued  his  school  district  for  its 
alleged  failure  to  respond  when  he  in- 
formed them  that  he  was  harassed 
because  of  his  gender  and  perceived 
sexual  orientation.'"  He  claimed  that  he 
was  subjected  to  daily  harassment  by  his 
peers — name-calling,  pushing,  kicking, 
tripping,  punching,  and  grabbing — from 
kindergarten  through  the  tenth  grade, 
when  he  transferred  to  another  district. 
Montgomery  further  claimed  that  the 
harassment  infringed  on  his  access  to 
significant  portions  of  the  educational 
environment  because  to  avoid  harass- 
ment, he  stayed  home  sometimes,  did 
not  participate  in  sports,  and  tried  not  to 
use  the  cafeteria,  the  school  bathroom, 
and  the  school  bus.  He  reported  the 
incidents  of  harassment  to  a  variety  of 
school  officials,  including  teachers,  bus 
drivers,  principals,  counselors,  and 
personnel  in  the  superintendent's  office. 
Some  school  officials  did  not  respond. 
Others  did  respond,  but  Montgomer)' 
claimed  that  their  responses  were 
inadequate. 


The  court  identified  as  a  key  issue  the 
defendant's  argument  that  the  harassers 
were  motivated  by  hostility  to  homo- 
sexuals, not  by  sexual  desire.  Because 
Title  IX  prohibits  discrimination  based 
on  sex,  not  sexual  orientation,  a  student 
cannot  bring  an  actionable  claim  under 
Title  IX  for  discrimination  based  solely 
on  sexual  orientation  or  perceived  sexual 
orientation.''  However,  the  court  ruled. 
Title  IX  could  be  construed  to  prohibit 
discrimination  based  on  the  claimant's 
failure  to  meet  stereotypes  associated 
with  his  or  her  sex.  Thus,  Montgomery's 
lawsuit  was  allowed  to  proceed.'^ 

This  Title  IX  theory  of  gender 
stereor\ping  was  successful  in  a  recent 
case  from  Kansas.  Dylan  Theno  sued  his 
school  district  on  the  basis  of  the  district's 
alleged  deliberate  indifference  to  same- 
sex  harassment  while  Theno  was  in 
junior  and  senior  high  school.  The  court 
denied  the  district's  motion  for  a  ruling 
in  its  favor  before  trial.'"  The  case  went 
to  trial,  and  the  jury  returned  a  $250,000 
verdict  against  the  district.  The  district 
then  asked  the  court  to  enter  ludgment 
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in  its  favor  in  spite  of  the  verdict.  The 
court  denied  this  motion.-' 

The  court  explained  that  the  trial 
record  contained  adequate  evidence  for 
the  jur\-  to  have  found  that  i  1 1  Theno 
was  harassed  because  of  his  gender — 
that  is,  because  he  did  not  conform  to 
stereot\"pical  gender  expectations  for  a 
teenage  boy  in  his  communit}-;  i2)  the 
harassment  was  so  severe,  pervasive, 
and  objectively  offensive  that  it  effec- 
tively denied  his  access  to  educational 
opportunities  or  benefits:  and  i3l  the 
school  district  acted  with  deliberate  in- 
difference to  known  acts  of  harassment. 
The  court  noted,  "The  record  reflects 
that  a  sufficiently  significant  number  of 
school  administrators  essentialh'  turned 
a  blind  eye  to  the  harassment  by 
ignoring,  tolerating,  or  trivializing  the 
harassment."-' 

Equal  Protection  Claims 

In  cases  of  student-student  harassment, 
equal  protection  claims  arise  when  a 
school  district  allegedly  treats  same-sex 
harassment  differently  from  opposite-sex 
harassment  (offering  more  help  in  oppo- 
site-sex situations!  or  treats  harassment 
of  males  differently  from  harassment  of 
females  (offering  more  help  to  females). 

Niiboz'iy  v.  Podlesny  was  the  first  case 
to  rely  on  an  equal  protection  theory  to 
grant  relief  to  a  gay  student  subjected  to 
peer  harassment  at  school.--  Starting  in 
the  seventh  grade,  Jamie  Xabozny  was 
open  about  his  sexual  orientation.  He 
alleged  that  this  resulted  in  persistent 
verbal  and  physical  harassment  by  his 
peers.  Nabozny  repeatedly  reported  the 
problems  to  counselors  and  principals 
and  a  school  police  liaison,  but  the 
problems,  including  serious  physical 
assaults,  continued  for  years.  He  claimed 
that  his  two  suicide  attempts  and  post- 
traumatic stress  disorder  were  caused  by 
the  situation  at  school  and  the  failure  of 
school  officials  to  respond  properly  to 
his  requests  for  help. 

Nabozny  sued,  alleging  that  the  school 
denied  him  equal  protection  of  the  laws 
on  the  basis  of  gender  and  sexual  orienta- 
tion. To  succeed,  he  had  to  show  inten- 
tional or  purposeful  discrimination. 
Xabozny  presented  evidence  that  the 
school  district  responded  more  aggres- 
sively to  complaints  of  male-female 
sexual  harassment  than  to  his  own  com- 


plaints of  male-male  sexual  harassment. 
The  court  found  that  a  school  district's 
departure  from  its  established  policy  of 
punishing  perpetrators  of  (female-male) 
harassment  may  establish  discriminator)" 
intent.  A  two-day  trial  followed,  resulting 
in  a  jury  \erdict  for  Xabozny.  After  the 
verdict  the  school  district  and  Xabozny 
settled  the  case  for  more  than  $900,000.-' 
At  least  r\vo  other  federal  courts  have 
adopted  the  Xabozny  rationale.-^ 

Due  Process  Claims 

Some  gay  students  have  attempted  to 
use  the  Due  Process  Clause  of  the  Four- 


Some  gay  students  have  attempted 
to  use  the  Due  Process  Clause  of 
the  Fourteenth  Amendment  to 
impose  liability  on  school  boards  for 
failure  to  address  peer  harassment. 
They  have  not  been  successful 
because  courts  have  ruled  that  local 
school  administrators  have  no  affir- 
mative due  process  duty  to  protect 
students  from  other  students. 


teenth  Amendment  to  impose  liability- 
on  school  boards  for  failure  to  address 
peer  harassment.-'  They  have  not  been 
successful  because  courts  have  ruled 
that  local  school  administrators  have  no 
affirmative  due  process  dut\-  to  protect 
students  from  other  students.-" 

However,  in  Xjbozny  (discussed 
earlier),  the  court  left  the  door  open  for 
a  due  process  claim  in  some  future  case. 
Nabozny  alleged  that  because  the  school 
district  did  not  punish  the  students  who 
harassed  him,  the  district  increased  the 
risk  that  he  would  be  harmed,  and 
therefore  the  district  had  an  affirmative 
duD.'  to  protect  him.  The  court  did  not 
find  sufficient  evidence  that  the  district's 
actions  placed  Nabozny  in  danger  or  in- 
creased any  preexisting  danger.  How- 
e\'er,  the  court  did  not  rule  out  the  possi- 
bilir\-  that  the  Due  Process  Clause  might 
apply  if  a  plaintiff's  e\"idence  showed 
that  the  school  created  a  risk  of  harm  or 
exacerbated  an  existing  risk. 


First  Amendment  Issues 

In  some  situations,  schools  may  take 
adverse  actions  against  students  who  are 
open  about  their  homosexualm;  encour- 
age students  to  hide  their  homosex-ualir\-, 
regulate  attire  that  has  references  to 
sexual  orientation,  or  make  other 
decisions  based  on  a  student's  expressed 
homosexuality.  In  these  circumstances 
the  board  may  find  itself  facing  a  law- 
suit alleging  infringement  of  the  student's 
First  Amendment  rights. 

Dress  Codes 

Local  boards  of  education  in  Xorth 
Carolina  are  required  to  adopt  a  reason- 
able dress  code  for  students.-'  Their 
authorir."  to  determine  what  is  reason- 
able IS  limited  by  students'  First  .Amend- 
ment rights.  The  First  Amendment  pro- 
tects student  dress  onlv  if  it  communi- 
cates a  message  that  is  understood  b\' 
others  and  so  is  properly  considered 
"speech."  Most  private  Inon-school- 
sponsoredi  student  speech  at  school  may 
be  restricted  by  boards  only  if  they  can 
show  that  the  speech  would  materially 
and  substantially  interfere  with  disci- 
pline at  school  or  the  rights  of  others  (or 
could  reasonabh'  be  forecast  to  do  so).-* 

In  Chambers  v.  Babbitt,  a  high  school 
student  in  Minnesota  wore  a  T-shirt 
that  said  "Straight  Pride"  on  the  front 
and  bore  a  symbol  of  a  man  and  a 
woman  holding  hands  on  the  back.  He 
was  told  not  to  wear  it  again  because  it 
offended  some  students  and  because  of 
safen'  concerns. 

Elliot  Chambers  sued  and  asked  for 
a  preliminan."  injunction  declaring  that 
the  principal's  decision  violated  his 
First  .Amendment  right  to  express  his 
religious  beliefs.  Although  the  school 
presented  evidence  of  incidents  that 
retleaed  tension  around  the  issue  of 
homosexuality,  the  court  granted  him 
a  preliminary  injunction  against  the 
principal's  ban  of  the  shin.-"  The 
court  noted  that  maintaining  a  school 
communip.-  of  tolerance  includes  tol- 
erance of  such  viewpoints  as  expressed 
by  "Straight  Pride"  as  well  as  tolerance 
of  homosexuaht}'. 

In  April  2002,  Natalie  Young,  a  mid- 
dle school  student  in  New  York,  was 
sent  home  for  the  day  when  she  refused 
to  change  her  "Barbie  Is  a  Lesbian" 
T-shirt.  Young  sued  the  school  district. 
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claiming  that  she  had  a  First  Amendment 
right  to  wear  the  shirt.  The  suit  was 
settled  for  $30,000.'o 

Speech  about  Homosexuality 

In  Heiikle  v.  Gregory,'^  a  gay  student 
appeared  on  a  local  television  show  dis- 
cussing the  experiences  of  gay  high 
school  students.  Following  the  broad- 
cast, Derek  Henkle  alleged  that  he  was 
regularly  harassed  by  his  classmates 
during  school  hours.  He  reported  the 
problems  but  allegedly  was  told  to  keep 
his  sexualin.'  to  himself  and  to  remove 
buttons  supporting  homosexuality  from 
his  backpack.  He  was  reassigned  to  an 
alternative  high  school,  where,  Henkle 
alleged,  the  principal  told  him  to  "stop 
acting  like  a  fag."  He  was  transferred  to 
a  third  high  school  and  again  told  to 
keep  his  homosexuaUty  to  himself.  Then 
he  was  transferred  yet  again  to  an  adult 
education  program  at  a  local  commu- 
nity' college. 

Henkle  sued,  claiming  that  school  of- 
ficials tried  to  suppress  his  constitution- 
ally protected  speech  and  then  retaliated 


against  him  for  engaging  in  it.  The  court 
allowed  his  claims  to  go  forward. 
Henkle's  case  ultimately  was  settled  (for 
$451,000),  so  the  court  never  resolved 
the  First  Amendment  issues.'-  However, 
the  settlement  did  include  a  requirement 
that  the  school  district  amend  its  policy 
on  student  expression  to  include  a  state- 
ment that  students'  freedom  of  expres- 
sion includes  the  right  to  discuss  their 
sexual  orientation  and  issues  related  to 
sexual  orientation  at  school  (subject,  of 
course,  to  limitations  imposed  on  other 
non-school-sponsored  student  speech). 

Gay/Straight  Alliances 

"Gay/straight  alliances"  are  student- 
initiated  groups  that  include  students  ir- 
respective of  sexual  orientation  working 
together  to  improve  the  school  climate  for 
gay  students  and  promote  respect  for  all 
students."  These  alliances  (and  clubs  with 
similar  aims  that  go  by  other  names)  exist 
in  secondary  schools  across  the  country.^'' 

A  federal  statute,  the  Equal  Access 
Act  (EAA),  has  come  to  play  the  key 


role  in  defining  a  schooFs  obligation  to 
students  seeking  to  create  an  alliance.^-'' 
If  the  statute  applies,  it  prohibits  a 
secondary  school  from  discriminating 
against  student-initiated  groups  on 
the  basis  of  "the  religious,  political, 
philosophical  or  other  content"  of 
their  speech.  '*  The  EAA  covers  only 
secondary  schools  that  receive  federal 
funds  and  choose  to  create  a  "limited 
open  forum"  by  allowing  one  or  more 
non-curriculum-related  student  groups  to 
meet  on  school  premises  during  nonin- 
structional  time.'"  A  school  board  that 
allows  only  curriculum-related  clubs  is 
not  affected  by  the  EAA.''* 

The  EAA  has  been  the  basis  for  suc- 
cessful lawsuits  by  students  attempting 
to  establish  gay/straight  alliances  when 
school  boards  have  attempted  to  deny 
them  recognition  as  official  noncurricu- 
lum  clubs.'"  Students'  claims  of  EAA 
violations  have  been  allowed  to  proceed 
in  at  least  six  cases.  The  court  ruled  in 
favor  of  the  school  district  in  only  one 
case.'"'  In  that  case,  students  wanted  to 
post  fliers  containing  links  to  Internet 


Recent  Developments  in  North  Carolina 

Opposition  to  a  Gay/Straight  Alliance 

When  students  at  South  Rowan  High  School  established  a 
Gay/Straight  Alliance  early  in  2006,  many  community 
members  and  some  outside  organizations  strongly 
opposed  the  action.  On  April  10  the  Rowan-Salisbury 
Board  of  Education  voted  7-0  "to  adopt  a  board  policy  to 
ban  all  sexually  oriented  clubs,  gay/straight  or  otherwise, 
and  to  address  any  student  emotional  issues  concerning 
the  above  with  our  guidance  counselors,  if  the  creation  of 
the  club  would  materially  and  substantially  interfere  with 
the  orderly  conduct  of  educational  activities  within  the 
school"  (pp.  3-4  of  the  minutes).  Many  people  and  media 
reports  apparently  assume  that  this  motion  automatically 
bans  the  alliance.  However,  it  is  not  yet  clear  whether  that 
is  the  motion's  effect  or  whether  any  formal  legal  chal- 
lenge will  be  made  to  the  board's  action  if  the  board  bans 
the  alliance. 

Minutes  of  the  school  board  meeting  summarize  the 
discussion.  They  are  available  at  www.rss.k1 2. nc.us/BOE/ 
0506BOEMnts/BOE4-10-06.pdf  (last  visited  June  14,  2006). 

Problems  Described  in  School  Climate  Reports 

In  2005  the  Gay,  Lesbian  and  Straight  Education  Network's 
Research  Department  published  From  Teasing  to  Torment: 
A  Report  on  School  Climate  In  North  Carolina,  which  is 
based  on  student  interviews  conducted  in  December 


2004.  Students  reported  frequently  hearing  homophobic 
and  sexist  remarks  as  well  as  negative  remarks  about 
gender  expression.  They  also  reported  hearing  "biased" 
language  from  some  faculty  and  school  staff,  and  said 
that  some  faculty  and  school  staff  did  not  inten/ene 
when  they  heard  biased  language  from  students.  Some 
students  reported  that  they  were  bullied,  called  names, 
or  harassed  because  of  personal  characteristics,  especially 
their  physical  appearance,  actual  or  perceived  sexual 
orientation,  or  nontraditional  gender  expression.  Also, 
according  to  the  report,  some  school  employees  did  not 
take  "appropriate  action"  when  students  reported  har- 
assment or  assault.  The  report  is  available  at  vwvw.glsen. 
org/cgi-bin/iowa/all/news/record/1881  .html  (last  visited 
June  14,  2006). 

Safe  Schools  NC  is  a  statewide  partnership  of 
organizations  and  individuals  dedicated  to  eliminating 
bullying,  harassment,  and  discrimination  on  the  basis  of 
actual  or  perceived  sexual  ohentation  and  gender  identity 
in  North  Carolina  schools.  It  recently  published  a  report  on 
homophobic  language  and  verbal  harassment  in  high 
schools,  based  on  student  reports  at  six  high  schools  in 
Orange,  Durham,  and  Wake  counties.  The  report  also 
makes  recommendations  for  schools.  It  is  available  at 
www.safeschoolsnc.com/Docs/SafeSchoolsNC-Research- 
Report-2006.pdf  (last  visited  June  14,  2006). 
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sites  that  contained  sexually  explicit 
material  and  to  educate  students  about 
sate  sex,  AIDS,  and  hatred,  as  well  as  to 
establish  an  alliance.  The  school  district 
had  an  abstinence  policy  for  all  students. 
The  court  ruled  in  favor  of  the  district 
before  trial,  explaining  that  sexually 
explicit  material  available  through  links 
on  a  website  and  the  goal  of  discussing 
sex  fell  within  the  purview  of  "indecent 
speech,"  which  could  be  barred  on  the 
campus  without  violating  either  the  First 
Amendment  or  the  EAA.  The  court  found 
that  restrictions  on  student-initiated 
clubs  made  because  of  concerns  about 
safet)',  potential  harassment  based  on 
se.xual  orientation,  and  interference 
with  teaching  the  curriculum  are  \alid 
under  the  EAA. 

Unless  unusual  facts  justify  a  depar- 
ture from  the  general  rule,  a  school 
subject  to  the  EAA  must  allow  students 
to  establish  a  gay/straight  alliance  on 
the  same  terms  as  it  allows  students  to 
establish  other  non-curriculum-related 
clubs.  Although  equal  access  is  not  re- 
quired if  the  student  group  itself  sub- 
stantially interferes  with  the  school's 
ability  to  maintain  order  and  discipline, 
a  school  may  not  deny  equal  access  to  a 
gay/straight  alliance  merely  because  of 
concerns  about  opposition  from  within 
the  school  or  from  the  communit\-. 

Conclusion 

In  responding  to  these  new  developments, 
school  boards  and  employees  are  best 
guided  by  old  principles  of  fairness  and 
neutrality.  School  officials"  behavior 
that  might  have  been  unchallenged  in 
the  past  may  now  become  the  basis  for 
a  legal  challenge.  Even  if  that  does  not 
happen,  the  impact  on  students  and 
others  of  the  handling  of  controversies 
in\'ol\ing  sexual  orientation  is  real.  Even'- 
one  benefits  from  having  safe,  welcoming 
schools  where  teachers  and  students  can 
concentrate  on  teaching  and  learning. 
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Plan  Ahead! 

Wicker  Scholarship  Available  for  2007-2008 

^■'-  f  you  are  a  local  government  employee  with  a  child  ivho  is  a  rising  high 
i'  school  senior  and  ivho  has  been  accepted  for  admission  to  UNC  at  Chapel 
i<;  Hill  in  fall  2007,  consider  encouraging  your  child  to  apply  for  the  Jake 
Wicker  Scholarship. 

Each  spring  the  Office  of  Scholarships  at  UNC  at  Chapel  Hill  seeks  first-year 
undergraduate  applicants  for  this  $1,000  scholarship.  The  student  must  have  at 
least  one  parent  who  has  been  continuously  employed  full-time  by  a  North  Car- 
olina cit)'  or  count)'  government  for  at  least  the  five  years  immediately 
preceding  January  1  of  the  year  of  matriculation — in  this  case,  2007.  The 
scholarship  is  awarded  on  the  basis  of  relative  financial  need  and  academic 
promise. 

To  apply,  send  a  letter  of  application  to  Wicker  Scholarship,  UNC  at  Chapel 
Hill  Office  of  Scholarships,  P.O.  Box  1080,  CB#  2300,  Chapel  Hill,  NC  27514. 
For  additional  information,  or  to  e-mail  a  letter  of  application,  contact 
Meredith  Home  at  meredith_horne@unc.edu  or  (919)  962-9494. 

The  application  deadline  is  April  1,  2007. 


spring/summer     20o6 


POPULAR 


G    OVER    X    M    EXT 


Financing  Government: 

Revenue  Variability  and  tlie  Role  of  Rainy-Day  Funds 


Gary  A.Wagner 


c^'^'f=»k-=^il 


The  term  "financing  government" 
can  take  on  a  varier\'  of  interpre- 
tations regarding  the  services  that 
government  should  provide  and  how  it 
should  raise  revenue.  Further,  given  that 
raising  revenue  is  a  basic  function  of 
government,  people's  perception  of  taxes 
plays  a  major  role  in  shaping  their  po- 
litical values.  What  is  taxed,  how  much, 
and  who  is  affected  has  been  a  central 
part  of  public  policy  debates  since 
colonial  times. 

The  2001  recession,  which  followed 
the  longest  period  of  continuous  growth 

The  author  ts  n  School  of  Government 
faculty  member  specializing  in  state  and 
local  public  finance.  Contact  him  at 
sawagner@sog.unc.edu. 


in  U.S.  histor\;  re- 
focused  attention 
on  these  important 
issues.  In  North 
Carolina  in  2002, 
Governor  Mike 
Easley  created  the 
Commission  to  Mod- 
ernize State  Finances. 
He  charged  it  with 
ensuring  that  "the 
state's  revenue  system 
[is]  more  stable,  fair 
and  sufficient  over 
the  long  term."'  The  commission  re- 
commended specific  reforms  in  man\" 
sources  of  tax  revenue,  including  the 
sales,  use,  individual  income,  ai.d  cor- 
porate income  taxes. 


The  prospect  of  financing 
government  requires  dealing 
witli  both  the  long-  and  the 
short-term  changes  in  economic 
activity.  Understanding  how 
different  revenue  sources  react 
to  the  economy  and  what 
potential  trade-offs  may  exist 
is  beneficial. 


The  goal  of  this  ar- 
ticle is  not  to  address 
ho\v  the  go\"ernment 
should  raise  revenue 
nor  to  advocate  for 
or  against  any  par- 
ticular tax  reforms. 
Rather,  it  is  to  deepen 
readers'  understanding 
of  the  issues  involved 
in  the  long-term  suf- 
ficiency (or  sustain- 
abiliD.-)  of  different 
revenue  sources  for 
state  governments,  the  short-run  stabilin.' 
(or  variabilin,')  of  revenue,  and  associa- 
ted strategies  that  may  be  used  to  lessen 
the  sting  of  recessions.  Specifically  the 
article  discusses  the  composition  of 
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Table  1.  State  Government  Revenue  Sources,  Fiscal  Year  2002-2003 


All  50  States 


North  Carolina 


Source 


Amount 
(in  millions) 


%  of  Total 


Amount 
(in  millions) 


%  of  Total 


Tax  revenue 
Federal  aid 


$548,991 
361,617 


42 
28 


$15,849 
10,279 


53 
34 


8 

2,560 

9 

1 

0 

<1 

13 

-128 

<1 

7 

1,484 

5 

100 

$30,043 

100 

Current  charges  106,357 

Utility  and  liquor  store  revenue        17,036 

Insurance  trust  revenue  166,274 

Miscellaneous  revenue  95,384 

Total  revenue  $1,295,659 

Source:  U.S.  Census  Bureau.  State  Government  Finance,  available  atwww.census.gov/govs/ 
www/state,  htm  I.  Current  charges  include  a  wide  array  of  charges  for  such  activities  as  the  sale  of 
mill<  and  school  lunches;  student  or  parent  payments  for  transportation  and  tuition;  revenue  from 
athletic  contests;  fees  of  state  schools  for  the  blind,  deaf,  and  handicapped;  fees  and  tuition  from 
state  vocational-technical  schools;  fees  related  to  public  hospitals;  reimbursements  for  street 
construction  and  repairs;  fees  from  toll  roads,  bridges,  ferries,  and  tunnels;  state  parks  and 
recreation  fees;  and  fees  from  sanitation  and  solid  waste  management. 

Wote;  These  data  may  not  coincide  with  a  given  state's  definitions  of  the  categories  listed  in  the 
table.  The  categories  reflect  the  definitions  of  the  Census  Bureau  and  are  designed  to  be 
compatible  over  time  and  across  states. 

Table  2.  Shares  of  State  Government  Revenue  Contributed  by  Taxes, 
Fiscal  Year  2002-2003 


Tax 


Share  of  Total 
Revenue  (%) 


All  50  States     

Share  of  Tax 
Revenue  (%) 


North  Carolina 

Share  of  Total      Share  of  Tax 
Revenue (%)       Revenue  (%) 


Property 

0.81 

1.91 

0.00 

0.00 

Individual  income 

14.04 

33.14 

23.60 

44.73 

Corporation  net  income 

2.19 

5.17 

2.99 

5.67 

Estate  and  gift 

0.52 

1.22 

0.44 

0.83 

Other 

0.91 

2.16 

0.13 

0.25 

Sales  and  gross  receipts 

21.13 

49.88 

22.47 

42.60 

General  sales 

14.25 

33.62 

13.33 

25.27 

1    Selective  sales 

6.89 

16.25 

9.14 

17.33 

Alcoholic  beverages 

0.34 

0.80 

0.66 

1.26 

Amusements 

0.35 

0.82 

0.04 

0.07 

Insurance  premiums 

0.97 

2.28 

1.39 

2.63 

1        Motor  fuels 

2.49 

5.88 

3.85 

7.30 

Public  utilities 

0.81 

1.92 

1.07 

2.03 

Tobacco  products 

0.89 

2.09 

0.14 

0.27 

Other 

1.02 

2.40 

1.99 

3.78 

Licenses 

2.77 

6.53 

3.12 

5.91 

Alcoholic  beverages 

0.03 

0.06 

0.04 

0.08 

Amusements 

0.02 

0.04 

0.00 

0.00 

Corporation 

0.47 

1.12 

1.04 

1.97 

1    Hunting  and  fishing 

0.09 

0.21 

0.05 

0.09 

Motor  vehicle 

1.24 

2.92 

1.39 

2.63 

1     Motor  vehicle  operators 

0.13 

0.31 

0.24 

0.45 

Public  utility 

0.03 

0.07 

0.00 

0.00 

1    Occupation  and  business 

0.72 

1.70 

0.36 

0.68 

/    Source:  U.S.  Census  Bureau,  State  Government  Tax 
govs/www/ statetax.html. 


0.10 
Collections, 


0.01 

available  at  www. 


0.02 

.census.gov/ 


North  Carolina's  revenue,  examines  tlie 
long-  and  short-run  elasticities  of  various 
revenue  sources,  and  addresses  the  role 
of  rainy-day  funds  and  savings  in  miti- 
gating recessions. 

Economic  Activity  and  Trends 
in  Tax  Revenue 

Economic  activity  in  the  United  States 
and  North  Carolina  tends  to  grow  over 
time,  but  the  growth  is  not  steady  and 
predictable.  Short-term  disruptions  in 
economic  activity  (which  are  called 
"business  cycles")  occasionally  push  the 
amount  of  economic  activity  tempor- 
arily above  its  average  rate  of  growth 
(creating  a  boom)  or  temporarily  below 
its  average  rate  of  growth  (causing  a 
recession).  These  effects  are  important 
from  the  standpoint  of  financing  gov- 
ernment because  sources  of  revenue  are 
connected  to  both  the  average  rate  of 
growth  and  the  business-cycle  swings 
in  the  state's  economy. 

To  complicate  matters,  two  revenue 
sources  may  react  quite  differently  to 
changes  in  the  state's  economy  over  the 
long  or  short  term.  Also,  a  single  revenue 
source,  such  as  the  corporate  income 
ta.x,  may  react  differently  to  short-  and 
long-term  changes  in  the  state's  economy. 

Thus  the  prospect  of  financing  gov- 
ernment requires  dealing  with  both  the 
long-  and  the  short-term  changes  in 
economic  activity.  Understanding  how 
different  revenue  sources  react  to  the 
economy  and  what  potential  trade-offs 
may  exist  is  beneficial. 

Current  Sources  of  Revenue 
for  State  Governments 

All  states  derive  the  majority  of  their 
revenue  from  two  sources:  federal  gov- 
ernment aid  and  "own-source"  taxes — 
that  is,  their  own  tax  bases  (see  Table  1). 
Thus  the  degree  to  which  tax  reform 
will  enhance  a  state's  ability  to  mitigate 
long-  and  short-term  financial  problems 
will  depend,  in  part,  on  the  importance  of 
different  sources  of  revenue  in  the  budget 
process.  For  example,  a  small  change  in 
a  source  that  constitutes  30  percent  of 
total  revenue  could  have  a  much  more 
noticeable  effect  on  the  budget  than  a 
major  reform  in  a  source  that  generates 
only  4  percent  of  total  revenue. 
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North  Carolina  relies  more  on  federal 
aid  and  tax  revenue  than  the  rs'pical 
state  does,  with  34  and  53  percent, 
respectively,  coming  from  these  sources, 
for  a  total  of  87  percent.  For  the  r\'pical 
state,  federal  aid  and  tax  revenue  account 
for  28  and  42  percent,  respectively,  for  a 
total  of  70  percent. 

Further,  the  topical  state,  at  least  in 
2003,  relied  less  on  own-source  tax 
revenue  than  North  Carolina  did 
(42  percent  compared  with  53  percent) 
and  more  on  insurance  trust  revenue 
( 13  percent  compared  with  less  than 
1  percent).  The  latter  is  revenue  gener- 
ated from  public  employee  retirement 
contributions,  workers'  compensation 
contributions,  and  investments  related 
to  these  contributions.  North  Carolina's 
insurance  trust  revenue,  as  defined  by 
the  U.S.  Census  Bureau,  accounted  for 
an  average  of  14  percent  of  revenue  from 
1999  through  2002.  (The  decline  to  less 
than  1  percent  in  2003  was  not  due  to 
any  major  differences  ben.veen  North 
Carolina  and  other  states.  It  simply  re- 
flected one-time  in\'estment  losses  in 
that  particular  year.) 

Because  own-source  tax  revenue  rep- 
resents more  than  half  of  North  Caro- 
lina's revenue,  it  is  valuable  to  examine 
the  specific  sources  of  tax  revenue  and 
their  relative  importance  (see  Table  2). 
The  most  important  sources  of  tax  reve- 
nue are  general  sales  taxes  and  individ- 
ual income  taxes.  For  the  r\'pical  state, 
general  sales  and  individual  income 
taxes  account  for  bb.^6  percent  of  tax 
revenue  and  28.29  percent  of  total  re\'e- 
nue.  North  Carolina  is  slightly  more 
dependent  on  these  r\vo  revenue  sources, 
with  "0.00  percent  of  tax  revenue  and 
36.93  percent  of  total  re\enue  coming 
from  them  in  2003. 

The  broader  category  of  sales  and 
gross  receipts  (which  includes  general 
sales  tax  revenue  and  revenue  from 
selective  sales  taxes  on  particular  items, 
such  as  motor  fuels,  tobacco  products, 
and  alcoholic  beverages)  contributes 
49.88  percent  of  the  t)-pical  state's  tax 
revenue  and  42.60  percent  of  North 
Carolina's  tax  revenue.  The  most  im- 
portant selective  sales  tax  is  motor 
fuels,  which  is  5.88  percent  of  total 
tax  re\"enue  for  the  r\-pical  state  and 
~.30  percent  of  tax  revenue  for  North 
Carolina. 


In  the  remaining  major  tax  categories, 
North  Carolina  mimics  the  behavior 
of  the  average  state  quite  closely.  The 
two  largest  categories,  licenses  and  cor- 
porate income  taxes,  account  for  6.53 
and  5.17  percent,  respectively,  of  tax 
revenue  for  all  states  and  5.91  and  5.67 
percent  of  North  Carolina's  tax  revenue. 

There  are  some  notable  differences 
between  North  Carolina  and  the  typical 
state.  For  instance,  individual  income 
and  sales  and  receipts  taxes  account  for 
46.07  percent  of  total  revenue  and 
87.33  percent  of  tax  revenue  in  North 
Carolina,  compared  with  35.17  percent 
and  83.02  percent  for  the  typical  state. 
This  is  an  important  distinction,  for 
North  Carolina  depends  more  on  tax 
revenue  than  the  average  state  (see 
Table  1).  The  state's  revenue  stream  is 
much  less  diversified  than  it  would  ap- 
pear to  be  from  analyzing  tax  revenue. 
North  Carolina  has  opted  to  rely  much 
more  heavily  on  the  individual  income 

tax  than  most  states    

do,  but  because 

more  than  half  of 

total  revenue  for  the 

state  comes  from 

own-source  taxes, 

individual  income 

and  sales  and  gross 

receipt  taxes  each 

account  for  more 

than  20  percent  of 

the  state's  total 

revenue.  Thus  any 

tax  reforms  that 

target  indn'idual 

income  and  sales 

and  receipt  taxes  could  have  a 

substantial  impact  on  the  state's  budget. 

Reforms  to  other  tax  revenue  sources, 
such  as  corporate  income,  estates  and 
gifts,  and  licenses,  may  be  desirable  or 
undesirable  for  a  number  of  reasons. 
However,  such  changes  will  likely  have 
a  negligible  impact  on  the  state's  abilit)' 
to  generate  revenue  and  provide  services. 

Revenue  Variability 

■'Re\enue  \anability"  is  a  general  term 
that  relates  to  how  different  sources  of 
revenue  react  to  changes  in  economic 
activity'.  There  is  a  subtle  but  important 
aspect  of  revenue  variabilin-  that  can  best 
be  illustrated  with  a  simple  example.  The 


Individual  income  and  sales 
and  gross  receipt  taxes  each 
account  for  more  than 
20  percent  of  North  Carolina's 
total  revenue.  Thus  any  tax 
reforms  that  target  individual 
income  and  sales  and  receipt 
taxes  could  have  a  substantial 
impact  on  the  state's  budget. 


revenue  generated  from  a  general  sales 
tax  depends  on  (1 )  the  sales  tax  rate  and 
(2)  the  tax  base.  Policy  makers  frequently 
change  sales  tax  rates  (especially  during 
downturns),  so  examining  how  sales  tax 
revenue  changes  over  time  is  not  par- 
ticularly insightful.  A  rate  increase  will 
"bump"  revenue  beyond  where  it  would 
have  been  in  the  absence  of  the  rate 
change.  However,  examining  how  a  tax 
bi.ise  changes  with  the  state's  economic 
activit}-  reveals  how  revenue  from  a  given 
tax  would  fluctuate  if  the  tax  rate  re- 
mained constant.  The  tax  base  is  nothing 
more  than  the  sales  of  goods  and  ser- 
vices that  are  taxed.  In  North  Carolina 
the  sale  of  nonprescription  drugs  is  sub- 
ject to  the  state  sales  tax,  so  these  items 
are  part  of  the  tax  base.  In  contrast,  more 
than  ten  states  exempt  nonprescription 
drugs  from  their  sales  tax  bases. 

Thus  the  analysis  of  revenue  variabilit)' 
is  really  an  analysis  of  tax  base  variabil- 
in.'. Tax  bases,  which  are  specific  elements 
of  state-level  economic 
activity,  such  as  retail 
sales  or  earned  income, 
change  as  the  level  of 
economic  activit)'  in  a 
state  changes.  Most 
tax  bases  are  "pro- 
cyclical,"  which  means 
that  the\'  tend  to  grow 
as  the  state's  economy 
grows  and  contract  as 
the  state's  economy 
contracts. 

The  variability  of 
specific  re\enue 
sources  can  be  as- 
sessed by  estimating  their  "elasticity'," 
which  is  a  measure  of  the  responsiveness 
of  a  given  tax  base  to  overall  economic 
activir\',  expressed  in  percentage  terms. 
For  example,  if  the  elasticity  of  a  given 
tax  base  equals  2,  for  even.'  1  percentage 
point  increase  (or  decrease)  in  a  state's 
economic  activit}',  this  tax  base  will  ex- 
pand (or  contract)  by  2  percent. 

In  general,  tax  base  elasticities  may  be 
positive,  negati\'e,  or  zero.  A  positive 
elasticit\'  means  that  the  tax  base  is  pro- 
cyclical.  A  negative  elasticity'  means  that 
the  tax  base  is  "countercyclical"  (it  con- 
tracts when  overall  economic  activity 
expands  and  expands  when  economic 
activit)'  contracts).  A  zero  elasticit)' 
implies  that  the  tax  base  remains  con- 
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Table  3.  Long-  and  Short-Run  Elasticities  of  Major  State  Tax  Bases 


Table  5.  Short-Run  Elasticities  for 
Different  Income  Brackets 


Tax  Base 


Motor  fuels  usage 


Long-Run  Elasticity 

1.215 
0.670 
0.660 
0.701 
0.996 


Individual  income  tax 

1.215 

1.164 

Corporate  income  tax 

0.670 

3.369 

Retail  sales 

0.660 

1.039 

Non-food  retail  sales 

0.701 

1.377 

Sliort-Run  Elasticity 

1.164 
3.369 
1.039 
1.377 
0.729 


Source:  Condensed  from  Randall  G.  Holcombe  &  Russell  S.  Sobel.  Growth  and  Variability  in  State 
Tax  Revenue:  An  Anatomy  of  State  Fiscal  Crises  tbi.  5.3  (Westport,  Conn.:  Greenwood  Press,  1997). 
Reprinted  by  permission. 

Note:  Figures  are  estimated  using  data  for  all  50  states. 


Table  4.  Long-  and  Short-Run  Elasticities  of  Major  North  Carolina  Revenue 
Sources  and  Tax  Bases 


Revenue  Source  or  Tax  Base 

Long-Run  Elasticity 

Short-Run  Elasticity 

Total  general  fund  revenue 

0.945 

0.665 

Total  tax  revenue 

1.063 

1.223 

Individual  income 

1.023 

1.313 

Retail  sales  (excluding  food) 

0.788 

1.436 

Retail  sales  (including  food) 


0.713 


1.407 


Source:  From  Randall  G.  Holcombe  &  Russell  S.  Sobel,  Growth  and  Variabiuty  in  State  Tax  Revenue: 
An  Anatomy  of  State  Fiscal  Crises  tbis.  6.2,  6.4,  7.1,  7.3,  7.4  (Westport,  Conn.:  Greenwood  Press, 
1997). 

Note:  General  fund  revenue  =  intergovernmental  revenue  (primarily  federal  aid)  +  tax  revenue  + 
current  charges  +  miscellaneous  revenue.  Tax  revenue  =  general  sales  taxes  +  selective  sales 
taxes  +  license  taxes  +  individual  income  tax  +  corporate  income  tax  +  all  other  taxes. 


scant  as  the  overall  level  of  economic 
activin,'  changes. 

A  useful  feature  of  assessing  revenue 
options  via  elasticities  is  that  it  is  pos- 
sible to  estimate  both  a  long-  and  a 
short-run  elasticity  for  a  given  tax  base. 
The  long-run  elasticity  estimates  how 
the  tax  base  changes  relative  to  a  change 
in  overall  economic  activity  over  a  long 
period.  This  indicator  provides  insights 
into  the  long-term  sustainability  of  a 
given  tax.  On  the  other  hand,  the  short- 
run  elasticity  measures  how  the  same 
tax  base  changes  relative  to  a  change  in 
economic  activity  over  a  short  period, 
such  as  one  year.  This  indicator  yields 
information  about  the  role  of  different 
taxes  in  year-to-year  revenue  swings 
that  are  associated  with  business  cycles, 
and  recessions  in  particular. 

A  Closer  Look  at  North  Carolina 

A  recent  study  estimated  the  long-  and 
short-run  elasticities  for  each  major 
/  state  tax  base  (individual  income, 
corporate  income,  retail  sales,  nonfood 


retail  sales,  and  motor  fuel  usage)  using 
combined  data  for  the  fifty  states  and 
state-level  data  (see  Table  3  for  all  states. 
Table  4  for  North  Carolina).  The  esti- 
mates reflect  how  the  specific  tax  bases 
(as  opposed  to  revenue  collections)  vary 
with  the  U.S.  economy. 

All  the  elasticities  are  positive,  so 
these  ta.x  bases  are  procyclical  from  the 
perspective  of  changes  in  economic 
activity.  Among  the  long-run  elasticities, 
those  of  the  corporate  income  tax  base 
and  the  retail  sales  tax  base  (both  with 
and  without  food)  are  noticeably  less 
than  1.  This  observation  is  important 
for  two  reasons.  First,  the  positive 
elasticity  implies  that  the  tax  base  for 
these  revenue  sources  will  grow  over 
time  as  the  U.S.  economy  grows,  so 
revenue  from  these  taxes  will  increase 
over  time  even  when  tax  rates  are  un- 
changed. However,  because  the  elasticities 
are  less  than  I,  the  increased  revenue 
(resulting  from  growth  of  the  tax  base) 
will  not  keep  pace  with  growth  in  the 
economy.  If  the  growth  in  spending 
matches  the  long-run  growth  in  the 


Income  Range            Short-Run  Elasticity 

$0-4,999 
$5,000-$9,999 

0.14 
0.22 

$10,000-$14,999 

0.32 

$15,000-$24,999 

0.43 

$25,000-$34,999 

0.67 

$35,000-$49,999 

1.08 

$50,000-$74,999 

1.49 

$75,000-$99,999 

1.84 

$100,000  and  up 


4.21 


Source:  Adapted  from  Richard  F.  Dye  &  Therese  J. 
McGuire,  6/ocA  Grants  and  the  Sensitivity  of 
State  Revenues  to  Recession,  in  Proceedings  of 
THE  Ninetieth  Annual  Conference  on  Taxation,  1997 
tbI.  2  (Washington,  D.C.:  Nat'l  Tax  Ass'n,  1998). 


economy  (or  exceeds  it),  then  regularly 
increasing  the  ta.x  rates  associated  with 
these  revenue  sources  will  be  necessary 
to  maintain  a  balanced  budget  because 
revenue  from  them  tends  to  expand  at  a 
slower  rate  than  the  state's  economy.  In 
contrast,  the  motor  fuel  usage  and  in- 
dividual income  tax  bases  grow  as  fast 
as,  or  slightly  faster  than,  the  economy. 
A  long-run  elasticity  of  1  or  greater 
means  that  revenue  from  these  sources 
will  increase  at  roughly  the  same  pace  as 
the  economy  (or  slightly  faster)  without 
additional  changes  in  tax  rates. 

The  short-run  elasticities  yield  a  slighriy 
different  perspective.  With  the  exception 
of  the  elasticity  of  motor  fuel  usage,  all 
the  elasticities  are  at  least  as  volatile  as, 
if  not  more  volatile  than,  the  economy  as 
a  whole.  The  short-run  elasticity  is  ar- 
guably most  relevant  for  recessions,  when 
economic  activity  contracts.  If  economic 
activity  contracts  by  2  percent,  revenue 
from  sales  ta.xes  and  individual  income 
taxes  will  decline  by  2  percent  (or  slighriy 
more)  without  a  change  in  the  ta.x  rates. 
If  food  is  not  part  of  the  sales  tax  base, 
then  the  short-run  elasticity  of  sales  tax 
revenue  increases  by  roughly  20  percent, 
which  means  that  sales  tax  revenue  will 
decline  even  more  during  a  downturn  if 
the  tax  rate  is  held  constant. 

The  most  volatile  revenue  source  in  the 
short  run  is  the  corporate  income  tax 
base,  which  is  more  than  3  times  as  vol- 
atile as  the  economy.  Thus,  a  2  percent 
increase  (or  decrease)  in  economic  activ- 
ity will  lead  to  a  6  percent  increase  (or 
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decrease)  in  corporate  income  tax  reve- 
nue. From  the  perspective  of  maintaining 
pre-recession  government  services  during 
downturns,  revenue  sources  with  short- 
run  elasticities  closer  to  0  will  generate 
revenues  closer  to  prerecession  levels. 

Several  general  conclusions  may  be 
drawn  from  the  estimates  just  examined. 
First,  shifting  reliance  toward  the  mdi- 
\'idual  income  tax  and  away  from  other 
revenue  sources  will  enhance  a  state's 
ability  to  generate  revenue  over  the  long 
run.  However,  it  will  do  little  to  reduce 
year-to-year  revenue  variabilit)'. 

Second,  including  food  as  part  of  the 
retail  sales  tax  base  will  not  improve  a 
state's  long-term  revenue  outlook.  How- 
ever, the  short-run  variabilit}'  of  revenue 
will  be  considerably  lower  if  food  is  part 
of  the  base. 

Finally,  less  reliance  on  corporate  in- 
come taxes  and  more  reliance  on  motor 
fuel  taxes  may  help  promote  both  long- 
and  short-run  stabilit}'. 

Estimates  of  North  Carolina's  elastic- 
ities present  a  similar  picture  (see  Table 
4).  Nearly  90  percent  of  North  Caro- 
lina's tax  revenue  is  derived  from  the 
retail  sales  and  individual  income  tax 
bases,  so  these  are  the  most  relevant 
ones.  Estimates  of  the  elasticin,-  of  the 
state's  total  tax  revenue  and  total 
general  fund  revenue  also  are  presented 
to  provide  information  regarding  the 
overall  variability  of  the  state's  revenue 
portfolio.  "General  fund  re\'enue," 
which  is  roughly  90  percent  of  a  state's 
total  revenue,  is  defined  as  total  revenue 
minus  utility  re\enue,  insurance  trust 
revenue,  and  revenue  from  the  sales  and 
associated  products  of  liquor  stores 
owned  and  operated  by  state  and  local 
go\'ernments.  Many  experts  consider  it 
to  be  a  better  measure  than  total  revenue 
of  the  revenue  that  is  a\'ailable  for  the 
provision  of  government  services. 

The  long-run  elasticities  of  North  Car- 
olina's general  fund  revenue  and  tax 
revenue,  which  are  0.945  and  1.063 
respectively,  show  that  overall  tax  reve- 
nue for  the  state  tends  to  grow  at  the 
same  pace  as  the  state's  economy  but 
general  fund  revenue  grows  at  a  slightly 
slower  rate.  Because  the  bulk  of  the 
difference  between  general  fund  revenue 
and  tax  revenue  is  federal  aid,  it  is  safe 
to  infer  that  growth  in  federal  aid  tends 
to  be  slightly  less  robust  than  the  state's 


economy.  This  forces  general  fund  reve- 
nue to  grow  slightly  below  the  econ- 
omy's growth  rate. 

Conversely,  federal  aid  appears  to  be 
enhancing  the  year-to-year  revenue  fluc- 
tuations in  the  state.  Because  the  short- 
run  elasticit}'  of  general  fund  revenue  is 
0.665  and  the  short-run  elasticitv*  of  tax 
revenue  is  1.223  (and  tax  revenue  is 
roughly  half  of  all  state  revenue),  non- 
tax components  of  revenue  (of  which 
federal  aid  is  by  far  the  largest)  must  be 
more  stable  in  the  short  term  to  reduce 
the  state's  overall  revenue  variability'. 

Unlike  the  case  for  all  states.  North 
Carolina's  sales  tax  revenue  would  not 
benefit  from  including  food  in  the  sales 
tax  base.  Although  the  t\'pical  state 
could  expect  a  noticeable  reduction  in 
the  short-term  variability  of  revenue 
by  including  food  in  the  sales  tax  base, 
the  short-run  elasticities  of  North  Caro- 
lina's tax  bases  are  \irtually  identical 
when  food  is  included  or  excluded.  Be- 
cause the  inclusion  of  food  in  the  base 
does  not  substantially  improve  long- 
term  sustainability  (and  may  in  fact 
reduce  it),  the  state  would  gain  little 
long-  or  short-term  revenue  stabilit\' 
over  the  business  cycle  if  it  added  food 
to  its  sales  tax  base.  Individua'  consum- 
ers in  North  Carolina  pay  a  2  percent 
sales  tax  on  the  purchase  of  most  food 


(other  than 

prepared  food),  but  the  state 
returns  this  revenue  to  local 
governments.  In  other  words, 
food  is  part  of  the  sales  tax  base  for 
local  governments  in  North  Carolina 
but  not  part  of  the  base  for  the  state. - 

The  long-  and  short-run  elasticities  of 
North  Carolina's  individual  income  tax 
base  are  fairly  close  to  the  elasticities  of 
this  base  for  the  fift\'  states  combined. 
The  income  tax  base  expands  at  least  at 
the  same  rate  as  the  state's  economy  m 
the  long  run,  but  the  base  is  more  volatile 
than  the  economy  over  the  short  term. 
Much  like  the  data  from  all  states,  this 
information  implies  that  increasing  re- 
liance on  individual  income  taxes  would 
improve  North  Carolina's  revenue  sus- 
tainabilit)'  over  the  long  term  but  could 
reduce  the  state's  abilirv'  to  maintain 
government  services  during  recessions. 

Although  the  individual  income  tax 
base  for  both  North  Carolina  and  the 
t\'pical  state  appears  to  be  a  sustainable 
revenue  source  over  the  long  term,  a 
stud\-  reported  in  1998  found  that  the 
short-run  elasticit)'  of  the  indi\idual 
income  tax  base  affects  individuals  in 
different  tax  brackets  differently  (see 
Table  5).'"  Clearly,  income  variabilit}' 
rises  with  income  level.  Because  states 
with  more  progressive  income-tax 
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systems  tax  income  in  higher  brackets 
more  heavily,  the  more  progressive  the 
individual-income-tax  system  is,  the 
more  variable  the  revenue  will  be  in  the 
short  run.  Given  that  more  progressive 
income-tax  systems  will  tend  to  generate 
more  revenue  over  the  long  term  (be- 
cause a  progressive  tax  system  is  applied 
to  the  income  tax  base,  which  expands 
at  the  same  rate  as  the  economy),  there 
appears  to  be  a  substantial  trade-off 
between  long-  and  short-term  stability. 

For  instance,  if  North  Carolina 
switched  from  a  progressive  income  tax 
to  a  proportional  (or  flat)  income  tax, 
over  the  long  term  it  would  be  reason- 
able to  expect  revenue  collections  to 
increase  at  roughly  the  same  rate  as  the 
economy.  In  contrast,  a  progressive  in- 
come tax  would  generate  revenue  over 
the  long  term  at  a  faster  rate  than  the 
economy.  North  Carolina's  individual 
income  tax  is  progressive  because  as  a 
taxpayer's  income  increases,  he  or  she 
pays  a  higher  tax  rate  on  that  income.  In 
2004,  for  example,  a  single  taxpayer  in 
North  Carolina  paid  6.00  percent  on 
each  dollar  of  taxable  income  earned  from 
$0  through  $12,750;  7.00  percent,  from 
$12,751  through  $60,000;  7.75  percent, 
from  $60,001  through  $120,000;  and 
8.25  percent,  above  $120,000. 

A  proportional  income  tax,  which  is 
currently  used  in  Illinois,  Indiana,  Mich- 
igan, and  Pennsylvania,  is  different  in 
that  every  dollar  of  taxable  income  is 
taxed  at  the  same  rate.  The  definitions 
of  taxable  income  vary  somewhat  from 
state  to  state,  but  the  2004  proportional 
tax  rates  ranged  from  a  low  of  3.0  per- 
cent in  Illinois  to  a  high  of  3.9  percent 
in  Michigan. 

The  1998  study  cited  earlier  suggests 
that  the  average  elasticity  of  1.15  could 
potentially  be  reduced  to  0.87  by  using 
a  proportional  income  tax.  Once  again, 
such  a  change  may  be  desirable  or  un- 
desirable for  a  variety  of  policy  reasons. 

The  Role  of  Savings  and 
Rainy-Day  Funds 

Although  options  exist  tor  shifting 
reliance  toward  revenue  sources  that  are 
more  sustainable  over  the  long  term,  the 
problems  associated  with  short-term 
revenue  variability  may  be  more  formid- 
able. The  onlv  tax  base  that  has  histor- 


ically grown  at  the  same  rate  as  the  state's 
economy  and  exhibited  less  short-run 
variability  is  motor  fuel  usage.  Every 
other  source,  regardless  of  its  sustain- 
ability  over  the  long  term,  is  at  least  as 
variable  as  (if  not  more  variable  than) 
the  state's  economy  in  the  short  term. 
Moreover,  relying  on  revenues  from 
motor  fuel  usage  to  promote  short-term 
stabilifv'  in  the  future  is  suspect  because 
of  the  growing  fuel  efficiency  of  auto- 
mobiles (hybrid  vehicles).  Policy  makers 
may  wish  to  consider  saving  surplus 
funds  in  the  general  fund,  or  more  for- 
mally in  a  rainy-day  fund,  during  periods 
of  growth,  as  part  of  an  ongoing  strategy 
to  mitigate  recessions. 

Short-term  revenue  variability  depends 
on  the  short-run  variability  of  a  state's 
economy,  the  short-run  variability  of  the 
national  economy,  and  the  composition 
of  the  state's  revenue  portfolio.  A  study 
of  the  changes  in  aggregate  state-level 
revenue  since  World  War  II  found  that 
several  of  these  factors  have  worked  in 
opposite  directions  on  revenue  vari- 
ability over  the  past  thirt)'  years,  so  it  is 
difficult  to  draw  general  conclusions."* 
For  example,  both  the  North  Carolina 
and  the  U.S.  econ- 
omy have  become 
more  balanced  since 
World  War  II  and 
less  dependent  on 
sectors  of  the  econ- 
omy that  tend  to  be 
more  volatile,  such 
as  manufacturing. 
The  trend  away  from 
a  manufacturing- 
based  economy  to  a 

knowledge-  and  service-based  economy 
has  been  associated  with  less  rapid  but 
considerably  more  stable  growth. 

Thus,  if  state  revenue  portfolios  main- 
tain their  current  mix  of  taxes,  it  is 
reasonable  to  expect  short-term  volatilit}' 
to  diminish  because  of  the  increased 
stabilit\'  in  overall  economic  activity'. 
Unfortunately,  since  World  War  II,  the 
trend  in  state  revenue  portfolios  has  been 
noticeably  away  from  revenue  sources 
that  are  more  stable  in  the  short  run, 
such  as  motor  fuel  usage,  and  toward 
revenue  sources  that  are  more  volatile  in 
the  short  run,  such  as  individual  income 
and  retail  sales.  One  consequence  of  this 
trend  is  that  short-term  revenue  vari- 


In  response  to  economic 
downturns,  policy  makers  often 
reduce  expenditures,  increase 
taxes,  or  use  a  combination  of 
tiie  two  to  satisfy  tlie  requirement 
of  a  balanced  budget. 


ability  has  become  more  sensitive  to 
recessions  than  in  the  past. 

In  response  to  economic  downturns, 
policy  makers  often  reduce  expenditures, 
increase  taxes,  or  use  a  combination  of 
the  two  to  satisfy  the  requirement  of  a 
balanced  budget.  In  North  Carolina  the 
law  prohibits  legislators  from  carrying  a 
budget  deficit  into  the  next  fiscal  year. 
From  a  strictly  economic  perspective,  such 
policies  may  harm,  and  at  a  minimum 
will  not  aid  in,  recovery  efforts  for  the 
state's  economy.  Expenditure  reductions 
and  tax  increases  are  contractionary 
policies  that,  in  the  short  term,  may  con- 
tribute to  the  duration  of  a  recession. 
Theoretically,  there  are  several  channels 
through  which  contractionary  policies 
may  extend  downturns,  but  there  is  lit- 
tle empirical  evidence  at  either  the  state 
or  the  national  level  about  the  potential 
magnitude  of  such  effects. 

The  use  of  savings,  in  the  form  of  a 
general  fund  surplus  or  a  rainy-day  fund 
balance,  to  offset  revenue  losses  during 
downturns  may  be  an  appealing  alterna- 
tive to  expenditure  reductions  and  tax 
increases  for  several  reasons.  First,  ade- 
quate savings  can  reduce  the  overall  level 
of  fiscal  uncertaint}' 
that  is  associated  with 
recessions.  Second, 
modifying  existing 
expenditure  pro- 
grams or  tax  struc- 
tures involves 
considerable  effort  by 
policy  makers,  which 
may  be  partially 
avoided  when  suf- 
ficient reserve  funds 
are  available.  Third,  reducing  tax  in- 
creases or  increasing  expenditures  during 
downturns  is  an  expansionary  policy. 
Such  actions  may  aid  a  recovery.  At  a 
minimum  they  will  not  contribute  to  a 
longer  recession. 

A  state's  ability  to  use  savings  to 
smooth  out  revenue  or  expenditure  fluc- 
tuations during  downturns  depends  on 
the  amount  of  savings  that  it  has  built 
up  during  expansions.  Given  that  all 
states  routinely  maintain  surplus  monies 
(or  savings)  in  the  general  fund,  this  abil- 
ity boils  down  to  the  sum  of  the  rainy- 
day  fund  and  the  general  fund  balance. 

Several  studies  have  examined  how 
states  use  rainv-dav  funds.  Thev  found 
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that  the  greatest  benefit  comes  from 
structuring  such  a  fund  properly.'  Sim- 
ply put,  states  that  require  deposits  to 
the  rainy-day  fund  during  periods  of 
growth  and  Hmit  the  use  of  such  funds 
to  recessions  reap  the  largest  benefits  in 
terms  of  lower  long-term  borrowing 
costs,  greater  savings,  and  less  x'olatile 
expenditures. 

North  Carolina's  rainy-day  fund, 
adopted  in  1991,  is  formally  known  as 
the  Savings  Reserve  Account.  The  law 
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and  a  copy  of  the  application,  call 
1-800-344-4846,  e-mail  mio@ 
lgfcu.org,  or  visit  www.lgfcu.org 
and  click  on  Applications. 


governing  it  requires  that  one-fourth  of 
any  unreserved  balance  at  the  end  of  the 
fiscal  year  be  deposited  into  the  fund,  and 
allows  monies  to  be  withdrawn  only  by 
an  act  of  the  General  Assembly.  The 
fund  is  capped  at  5  percent  of  the  pre- 
vious year's  general  fund  expenditures. 

In  contrast,  Michigan's  rainy-day  fund, 
known  as  the  Countercyclical  Budget 
and  Economic  Stabilization  Fund,  oper- 
ates under  very  strict  mathematical 
formulas  regarding  when  monies  may 
be  deposited  and  withdrawn,  and  how 
much  money  may  be  involved  in  such 
transactions. 

The  differences  between  a  rule-oriented 
rainy-day  fund  such  as  Michigan's  and  a 
less-rule-oriented  rainy-day  fund  such  as 
North  Carolina's  may  seem  minor. 
However,  numerous  studies  have  found 
that  the  fiscal  benefits  accruing  to  states 
with  rule-oriented  funds  are  substantial 
when  compared  with  the  benefits  accru- 
ing to  states  with  less-rule-oriented  funds 
and  states  without  such  funds.  For  ex- 
ample, the  studies  have  found  that  states 
with  rule-oriented  funds  save  more  and 
face  significantly  lower  long-term  bor- 
rowing costs."  Further,  during  the  1990- 
9 1  recession,  such  states  were  able  to 
reduce  their  reliance  on  expenditure  re- 
ductions and  tax  increases  by  17  per- 
cent.' Also,  one  study  examined  the 
cyclical  variability  of  state  expenditures 
since  l'-'69  and  found  that  rule-oriented 
funds  provide  considerable  support  in 
maintaining  expenditures  over  the 
business  cycle.'* 

Conclusion 

Cyclical  fluctuations  in  economic  activity- 
create  difficult  problems  for  state  govern- 
ments because  the  demand  for  public-sector 
services  tends  to  be  countercyclical, 
whereas  revenue  growth  is  procyclical. 
This  article  has  briefly  outlined,  from 
both  a  long-  and  a  short-term  perspective, 
how  different  revenue  sources  react  to 
changes  in  economic  activity. 

Although  it  is  challenging  to  reduce 
the  variabilit)'  in  re\'enue  streams  that 
results  from  business-cvcle  swings,  re- 
search has  identified  a  number  of 
potential  strategies  to  reduce  cyclical 
variability.  First,  broadening  tax  bases 
will  rend  to  ha\  e  minimal  effects  on  the 
lon!;-rerm  sustamabilitv  of  a  s^iven 


revenue  source  but  may  result  in  smaller 
year-to-year  swings. 

Next,  because  more  progressive 
individual-income-tax  systems  produce 
more  volatile  revenue  streams  in  the 
short  run  but  more  rapid  revenue  growth 
in  the  long  run,  there  appears  to  be  a 
trade-off  between  long-run  growth  and 
shtirt-term  variability.  A  more  progressive 
system  will  generate  revenue  growth  in 
excess  of  the  state's  economic  growth 
and  a  revenue  stream  that  is  more 
volatile  than  the  state's  economy,  while 
a  less  progressive  (or  more  propor- 
tional) system  will  generate  less  growth 
in  the  long  run  but  more  stable  revenue 
in  the  short  run. 
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Gainsharing  in  Local  Government 

David  N.  Amnions  and  William  C.  Rivenbark 


Employee  bonuses  and  other  forms 
of  rewards  are  standard  practice 
in  the  private  sector.  When  a  com- 
pany has  a  profitable  year,  employees  hope 
to  enjoy  some  of  the  fruits  of  the  success. 
If  the  company  has  a  profit-sharing  plan, 
a  formula  prescribes  the  employee's 

The  authors  are  School  faciiltv  members 
specializing  in  local  goi'ernment  adminis- 
tration. Contact  them  at  ammons@sog. 
unc.edu  and  nvenbark@sog.unc.edu. 


share.  Companies  without  formal  profit- 
sharing  systems  may  distribute  bonuses 
in  hopes  that  employees  will  appreciate 
their  gesture  of  gratitude,  will  respond 
with  loyalty,  and  will  be  motivated  to 
expand  profits  in  the  future.  Profit- 
sharing  plans,  whether  formal  or  infor- 
mal, help  attract  and  retain  talented  em- 
ployees and  provide  a  personal  incentive 
to  increase  the  company's  net  revenues. 

Profit-sharing  and  other  incenti\e 
plans  are  hardh'  novel  in  the  corporate 


world.  The>-  are  regarded  simply  as  good 
business — good  for  employees  and  good 
for  the  company  and  its  shareholders. 
The  public  sector  is  different.  Profit 
sharing  technically  is  impossible  in  the 
public  sector,  for  governments  have  no 
profit  to  share.  Nevertheless,  governments 
do  have  budgets  and  balance  sheets,  and 
actions  that  trim  costs  without  reducing 
service  qualin."  can  improve  the  bottom 
line,  even  if  the  impro\'ement  is  not 
called  profit.  Increasmgh',  gox'ernments 
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in  North  Carolina  and  across  the  nation 
are  experimenting  with  a  system  called 
"gainsharmg."' 

This  article  describes  gainsharing  and 
distinguishes  it  from  profit  sharing.  The 
article  examines  gainsharmg  as  a  perfor- 
mance management  strategy."  and  high- 
lights examples  of  its  use. 

An  Explanation  of  Gainsharing 

Some  people  suggest  smiplisticalh'  that 
gainsharing  is  the  public  sector's  version 
of  profit  sharing,  as  if  the  public  sector 
exclusively  owns  gainsharing.  Actually, 
gainsharing  and  profit  sharing  both 
origmated  in  the  private  sector,  and 
both  are  found  there  today.-  A  ke\- 
distinction  between  the  two  systems  is 
in  their  scope,  profit  sharing 's  being 
broad  compared  with  the  relatively  nar- 
row scope  of  gainsharing.  Profit  sharing 
focuses  on  a  company's  bottom  line, 
which  may  seem  far  removed  from  the 

efforts  of  a  single         i 

contributing  unit. 
A  host  of  factors  and 
accounting  maneu- 
vers can  influence 
the  profit  line  on  a 
company's  income 
statement  and  may 
seem  distant  and 
unintelligible  to 
most  employees,  'let 
in  profit-sharing  sys- 
tems, the  employees' 
bonuses  are  tied  to  that  line.  Employees" 
rewards  rise  and  tall  with  company 
fortunes,  but  executive  decisions  and 
outside  forces  may  have  a  greater 
influence  on  company  profits  in  a  given 
year  than  the  performance  of  rank-and- 
file  workers.  Sometimes  workers  have 
difficult)-  seeing  how  their  ideas  and 
efforts  relate  to  their  bonus  checks. 

Gainsharing  narrows  the  scope  from 
company  profit  and  loss  to  a  target  that 
appears  more  concrete  and  manageable 
to  employees  of  an  organization,  depart- 
ment, or  program.  Gainsharing  chal- 
lenges employees  to  reduce  costs  or  ex- 
pand revenues  in  their  corner  of  the 
operation  while  maintaining  or  improv- 
ing the  qualin.-  of  products  and  services. 
They  must  achieve  these  results  through 
their  ideas  and  energy,  not  through  price 
or  fee  increases.  If  thev  succeed,  thev 


Employees'  rewards  rise  and  fall 
with  company  fortunes,  but 
executive  decisions  and  outside 
forces  may  have  a  greater  in- 
fluence on  company  profits  in  a 
given  year  than  the  performance 
of  rank-and-file  workers. 


receive  a  share  of  the  resulting  gains. 
Good  results  by  the  gainsharing  unit 
should  contribute  favorably  to  the  com- 
pany's bottom  line,  but  the  gainsharing 
bonus  of  a  given  unit  does  not  depend 
on  bottom-line  profit.  It  depends  instead 
on  results  more  fully  within  the  control 
of  the  gainsharing  unit. 

Model  gainsharing  programs  exhibit 
three  characteristics:  ( 1 )  they  focus  on 
opportunities  to  reduce  costs  or  increase 
revenues,  and  this  allows  them  to  be 
self-funded;  (2)  they  feature  meaningful 
employee  participation,  not  simply  in 
submitting  suggestions  but  also  in 
collaborating  with  other  workers  and 
management  in  brainstorming  and 
decision  making;  and  (3)  employees 
receive  bonuses  based  on  group  success 
in  securing  desired  gains.' 

Although  many  gainsharing  programs 
have  included  all  three  characteristics, 
others  have  departed  from  the  model, 
D,-pically  by  incorporating  less  employee 
participation  and 
relying  instead  on 
suggestion  programs 
with  management 
review,  or  on  em- 
ployee implementa- 
tion of  management 
strategies  for  cost  re- 
duction. Gainshar- 
ing experts  advocate 
implementation  of 
the  full  model,  mar- 
shalling the  motivat- 
ing power  of  employee  participation  in 
combination  with  the  motivating  power 
of  pay-for-performance.^ 

Consistency  with  Current 
Management  Thinking 

Profit-sharing  and  gainsharing  plans 
adhere  to  notions  of  employee  motiva- 
tion long  accepted  in  the  private  sector." 
.\lso,  they  coincide  with  current  man- 
agement thinking  about  the  importance 
of  encouraging  employee  initiative  as 
organizations  strive  for  continuous  pro- 
cess improvement.  Advocates  of  Total 
Quality  Management  and  its  variants 
argue  that  no  process  or  pattern  of  ser- 
vice delivery  is  ever  perfect  or  even  good 
enough.  Each  desep.es  constant  scrutiny, 
and  employees  should  be  encouraged  to 
find  better  tools,  better  processes,  and 


better  options  to  meet  the  needs  of  cus- 
tomers and  citizens.''  Gainsharing  is  a 
method  of  providing  this  encouragement. 

Furthermore,  gainsharing  is  consistent 
with  the  management  concepts  associa- 
ted with  the  reinvention  movement, 
initiated  by  David  Osborne  and  Ted 
Gaebler's  Reinventing  Government  and 
developed  further  in  subsequent  books  on 
the  topic.'  The  reinvention  philosophy 
emphasizes  a  focus  not  on  effort,  activ- 
ities, or  promises  but  on  results.  By 
methods  embodied  in  a  "consequences 
strategy,"  public  officials  are  encouraged 
to  raise  the  stakes  for  success  and  failure. 
They  are  encouraged  not  only  to  provide 
real  incentives  for  achieving  the  desired 
results  but  also  to  raise  the  prospect  of 
negative  consequences  for  departments 
or  programs  that  consistently  fall  short. 
Greater  managerial  flexibilin.'  as  a  reward 
for  high  achievers,  the  selection  of  ser- 
vice producers  through  managed  com- 
petition, and  gainsharing  are  among  the 
featured  tactics  in  the  reinventor's 
arsenal. 

Greater  managerial  flexibilir.'  may 
take  the  form  of  increased  discretion  in 
operating  methods  and  limited  freedom 
from  bureaucratic  rules  governing  bud- 
get procedures,  hiring  practices,  and 
purchases.  In  some  cases  it  even  allows 
the  carryover  of  budget  savings  from 
one  year  to  the  next  and  puts  a  stop  to 
the  year-end  spending  spree  that  a 
"spend-it-or-lose-it"  budget  rule  often 
spurs.  This  flexibilir.'  comes  to  managers 
not  as  a  gift  but  as  a  trade.  In  exchange 
they  must  promise  results  and  deliver  on 
the  promise.  Departments  or  programs 
agree  to  be  accountable  and  to  provide 
full  documentation  of  the  results  that 
the}-  achieve.  In  renirn,  those  that  demon- 
strate the  abilit}'  to  achieve  and  sustain 
favorable  results  are  freed  from  a  few  of 
the  rules  that  man\-  managers  regard  as 
bureaucratic  straitjackets. 

Examples  of  North  Carolina  local 
governments  adopting  various  forms  of 
the  greater-flexibilin-for-greater-account- 
abilirv'  exchange  include  Catawba  Counn- 
and  Davidson  Counn;  as  featured  in  the 
\X'inter  2005  issue  of  Popular  Govern- 
ment.^ Since  1993,  Catawba  Count\'  has 
extended  greater  management  flexibilin,' 
with  budget  and  personnel  (that  is,  the 
abilin,'  to  shift  funds,  adjust  positions, 
and  carry  over  a  portion  of  unspent 


P  O  r  U  L  .^  R    GOVERNMENT 


funds  from  one  year  to  the  next)  to 
departments  willing  to  commit  to,  and 
able  to  achieve,  ambitious  objectives 
and  high  levels  of  service.  More  re- 
cently, Davidson  County  has  followed 
Catawba  County's  lead  and  begun 
rewarding  volunteering  departments 
with  similar  managerial  flexibility  in 
exchange  for  results. 

Another  tactic  in  the  consequences 
strategy  is  managed  competition,  which 
requires  government  departments  to  vie 
with  private,  nonprofit,  and  other  gov- 
ernment competitors  for  the  privilege  of 
delivering  various  government  services. 
When  a  given  service  is  subjected  to 
managed  competition,  each  competitor, 
including  the  government's  own  depart- 
ment, submits  Its  bid  for  the  service,  and 
each  bid  is  evaluated  for  service  quantity, 
quality,  and  cost.''  Local  governments 
choosing  this  tactic  do  so  not  because 


they  favor  private-sector  production  of 
services  but  because  they  desire  the  best 
services  at  the  best  price,  whether  pro- 
duced by  contractors  or  the  government's 
own  employees.  Employees  in  such 
governments  recognize  the  importance 
of  focusing  on  service  quality,  costs,  and 
results,  and  they  understand  the  con- 
sequences of  failing  to  do  so. 

Government  departments  and  pro- 
grams that  find  themselves  engaged 
in  managed  competition  enjoy  some 
advantages  relative  to  their  private 
competitors  but  also  confront  some  dis- 
advantages. Chief  among  the  advan- 
tages are  freedom  from  taxes,  freedom 
from  the  necessity  of  making  a  profit, 
and  favorable  access  to  capital.  Private 
competitors  must  build  taxes,  profit, 
and  higher  capital  costs  into  their  bids. 
On  the  other  hand,  private  competitors 
are  widely  regarded  to  have  the  advan- 


tages of  greater  managerial  flexibility, 
greater  willingness  to  innovate,  greater 
willingness  to  invest  in  new  technology, 
and  greater  freedom  to  offer  incentives 
that  engage  the  creative  energy,  enthu- 
siasm, and  commitment  of  their  em- 
ployees. These  private-sector  advantages 
prompt  public-sector  managers,  especially 
those  engaged  in  managed  competition, 
to  appeal  for  a  level  playing  field. 

Gainsharing  is  perceived  to  be  a  ma- 
jor leveler  of  the  playing  field.  It  allows 
government  units  to  give  their  workers 
a  personal  stake  in  their  unit's  bottom- 
hne  success,  an  incentive  akin  to  what 
vendors  competing  with  a  government 
unit  might  give  their  employees. 

Typically,  funds  for  gainsharing 
bonuses  in  local  governments  are  drawn 
from  savings  during  a  given  year.  If  a 
department  just  recently  won  with  the 
low  bid  in  a  managed  competition,  that 
bid  can  serve  as  the  baseline.  Lower- 
than-expected  expenditures  would  con- 
stitute savings  and  create  a  gainsharing 
pool.  If  no  actual  bid  competition  is 
involved,  a  local  government  that  offers 
its  employees  a  gainsharing  incentive 
establishes  its  baseline  (that  is,  the  ex- 
pected expenditure)  through  the  budget 
process.  The  gainsharing  award  is  drawn 
from  the  difference  between  the  pro- 
jected expenditure  and  the  actual  expen- 
diture. The  distribution  to  employees  may 
include  the  entire  amount,  but  more 
often  it  is  a  fixed  proportion  such  as  50 
percent.  If,  for  example,  total  annual 
savings  come  to  $100,000  and  the  gain- 
sharing  plan  calls  for  a  distribution  of 
50  percent,  then  $50,000  would  be  ap- 
portioned to  employees,  and  the  other 
$50,000  would  be  returned  to  the  fund 
balance  (equity  in  the  case  of  enterprise 
funds).  Typically,  gainsharing  payouts 
are  conditioned  not  only  on  savings  but 
also  on  the  achievement  of  specified  ob- 
jectives or  the  continuation  of  services 
at  previous  levels  or  greater.  Work  units 
that  fail  to  meet  these  standards  forfeit 
their  gainsharing  payments. 

Controversy  over  Gainsharing 

In  some  places,  gainsharing  plans  are 
controversial.  Opponents  in  some  states 
have  challenged  their  legality,  arguing 
that  they  deviate  from  authorized  forms 
of  payment  to  public  employees."'  Even 
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where  rhey  are  legal,  as  in  North 
Carolina,  gainsharing  plans  have  stirred 
negati\'e  as  well  as  positive  sentiment. 
Generally,  detractors  may  he  divided 
into  TWO  camps:  those  who  oppose 
gainsharing  on  philosophical  grounds 
and  those  who  oppose  it  for  practical 
reasons.  Some  detractors  oppose  gain- 
sharing  out  of  anxiety  over  hou  it  will 
look  to  the  public,  though  they  usually 
express  their  opposition  on  philosophi- 
cal or  practical  grounds. 

Philosophical  opposition  often  centers 
on  the  belief  that  the  wages  being  paid 
to  local  government  managers,  super- 
\isors,  and  other  employees  already 
oblige  them  to  share  their  most  creative 
ideas  and  contribute  their  most  diligent 

efforts.  In  the  view  of  

these  opponents,  the 
local  government 
should  not  have  to 
pay  a  bonus  to  re- 
ceive from  employees 
what  they  were  hired 
to  do.  Of  course,  the 
same  could  he  said 
of  private-sector  em- 
ployees with  regard 
to  profit-sharing 
plans. 

Gainsharing  pro-      

ponents  argue  simply 
that  the  incentive  works  and  that  the 
stimulus  for  new  ideas  and  government 
savings  creates  a  win-win  situation  for 
taxpayers  and  employees. 

People  opposing  gainsharing  for  prac- 
tical reasons  worry  that  resources  in- 
tended for  other  purposes  will  be  di\erted 
to  gainsharing  payments  and  that  the 
emphasis  on  cutting  costs  \\  ill  interfere 
with  efforts  to  sustain  or  even  improve 
service  qualiD.'.  They  also  are  concerned 
that  undeserving  employees  will  get  a 
free  ride  on  the  coattails  of  others  and 
receive  gainsharing  bonuses  even  when 
their  contribution  has  been  minimal. 

In  response,  proponents  point  out 
that  gainsharing  bonuses  do  not  come 
from  budgeted  funds;  they  come  from 
savings.  If  there  are  no  savings,  there  are 
no  payments.  If  there  are  savings  and  if 
the  payments  are  tied  to  a  predetermined 
percentage  less  than  100  percent,  then 
the  abilin'  of  the  local  government  to 
provide  resources  to  priorit)'  programs 
is  increased,  not  reduced. 


Philosophical  opposition  often 
centers  on  the  belief  that  the 
wages  being  paid  to  local  gov- 
ernment managers,  supervisors, 
and  other  employees  already 
oblige  them  to  share  their  most 
creative  ideas  and  contribute 
their  most  diligent  efforts. 


Concern  that  service  quality'  might 
suffer  as  workers  cut  expenditures — and 
corners — in  hopes  of  creating  a  substan- 
tial gainsharing  pool  is  countered  by 
arguments  that  mechanisms  can  be  put 
in  place  to  hold  any  such  tendencies  in 
check.  Chief  among  these  mechanisms 
is  an  accountabilit)-  system  that  ensures 
achie\ emenr  of  key  ohjecti\es  and  main- 
tenance of  quality-of-service  standards. 
Gainsharing  plans  address  the  prob- 
lem of  free  riders  in  various  ways.  Some 
disqualifi.'  emplo\ees  who  have  unsatis- 
factory individual  performance  reports. 
Others  tie  awards  to  a  combination  of 
group  and  indhidual  performance  fac- 
tors. An  employee  ser\ing  on  a  success- 
ful team  receives  a  gainsharing  bonus, 
but  an  employee 
with  a  mediocre  in- 
dividual perform- 
ance rating  receives  a 
smaller  bonus  than 
one  making  a 
stronger  contribu- 
tion to  the  team's 
success.  Still  other 
local  governments, 
though,  base  the 
award  entirely  on 
group  achie\ement, 
insisting  that  the 
gains  from  develop- 
ing team  spirit  and  cooperation  more 
than  offset  an  occasional  free-rider 
problem. 

Bid  to  Goal 

Although  managed  competition  brings 
the  adxantage  of  competitive  prices  for 
local  services,  it  also  carries  risks.  En- 
gaging in  managed  competition  can  be 
threatening  to  local  go\ernment  em- 
plo^■ees  and  can  jeopardize  morale.  When 
an  outside  contractor  wins  the  bid,  the 
displacement  of  employees  must  be  han- 
dled with  sensitivity  and  care  to  avoid 
long-term  damage  to  the  go\ernment's 
employee  relations.  Follow-through  also 
is  important.  Contract  management 
must  be  aggressne  and  thorough  to 
ensure  that  contract  promises  are  kept. 
Local  governments  wishing  to  enjoy 
many  of  the  benefits  of  managed  com- 
petition without  incurring  the  potential 
disruption  and  risks  associated  with  it 
have  begun  to  experiment  with  a  pro- 


cess called  ''bid  to  goal."  Coupled  with 
gainsharing,  this  process  can  provide  a 
powerful  incentive  for  innovation  and 
cost-effective  ser\"ice  delivery. 

The  hid-to-goal  process  begins  with 
the  hiring  of  a  consultant  who  is  an  ex- 
pert in  a  given  local  government  func- 
tion. The  consultant  prepares  a  cost 
estimate  for  performing  that  function  in 
the  client's  jurisdiction,  based  on  his  or 
her  familiarity  with  companies  that  pro- 
vide this  service.  In  essence,  this  estimate 
is  the  consultant's  prediction  of  a  com- 
petitn-e  contractor's  bid,  if  bids  were 
being  sought. 

Once  the  consultant's  figure  has  been 
recei\ed  and  the  government  is  satisfied 
as  to  its  reasonableness,  the  department 
responsible  for  producing  the  service  is 
invited  to  match  or  even  beat  the  bid.  If 
the  department  cannot  do  so,  the  local 
government  is  likely  to  seek  outside  bids. 
On  the  other  hand,  if  the  department 
streamlines  its  operations  and  heats  the 
consultant's  estimate,  the  department 
retains  responsibility'  for  producing  the 
ser\  ice.  The  department's  bid  becomes 
Its  budget,  and  if  gainsharing  is  author- 
ized, employees  are  encouraged  to  find 
additional  savings  with  the  promise  of 
bonuses  if  expenditures  come  in  below 
the  budget.  In  fact,  department  mana- 
gers facing  the  prospect  of  privatization 
often  consider  gainsharing  to  be  an  es- 
sential device  in  designing  and  deliver- 
ing a  competitive  operation." 

Examples  of  Gainsharing 
across  the  Nation 

Many  local  governments  across  the 
country  have  ventured  successfully  into 
gainsharing.  For  instance,  in  the  late 
1990s,  a  gainsharing  plan  for  the  waste- 
water treatment  operation  serving  the 
Seattle  area  produced  savings  of  SI. 5 
million  over  a  four-year  period,  without 
a  decline  in  effluent  quality.'-  Under 
provisions  of  the  plan,  employees  re- 
cened  half  of  the  savings. 

In  199~,  using  a  bid-to-goal  approach, 
San  Diego's  metropolitan  wastewater 
department  persuaded  the  union  to 
agree  to  a  set  of  operating  revisions  that 
promised  to  reduce  cost  by  S78  million 
over  a  six-year  period  while  achieving 
compliance  with  en\  ironmental  stan- 
dards. A  gainsharing  plan,  distributing 
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Table  1.  Charlotte's  Gainsharing  Program 


Fiscal  Year 

Savings 

Gainsharing 
Distribution 

Individual 
Gainsharing  Awards 

Managed-Competition  Projects 

$  17,359 

2000 

$  35,000 

$1,073-$1,690 

2001 

195,000 

97,406 

$282-$3,797 

2002 

387,000 

193,253 

$157-$1.113 

2003 

325,000 

162,709 

$322-$4,055 

2004 

5,000 

2,551 

$386-$l,380 

2005 

12,000 

5,993 

$205-$449 

Optimization  Projects  (Cost  Savings  witliout  IVIanaged  Competition) 

2000 

$  469.000 

$154,770 

$124-$3.822 

2001 

1,339,000 

441,901 

$28-$3,501 

2002 

2,170,000 

715,267 

$84-$6,497 

2003 

1,670,000 

551,998 

$177-$3,334 

2004 

2,000,000 

660,283 

$32-$5,610 

2005 

3,650,000 

119,046 

$205-$3,812 

Source:  Information  provided  by  Kim  Eagle.  Eval.  Manager.  Budget  &  Eval.  Dep't.  City  of  Charlotte. 


50  percent  of  any  savings  beyond  the 
target,  to  a  maximum  of  $4,500  per  em- 
ployee annually,  provided  an  additional 
incentive.  By  the  sixth  year,  cumulative 
savings  had  surpassed  $109  million, 
and  employees  had  enjoyed  gainsharing 
checks  every  year,  ranging  from  a  low  of 
$1,500  to  the  $4,500  maximum." 

In  1997  a  consultant  hired  by  East 
Lansing,  Michigan,  concluded  that  the 
cit)''s  wastewater  treatment  facility  could 
reduce  costs  by  20  percent  if  it  elimi- 
nated eight  positions  and  adopted  best 
practices.'""  The  department  and  its  em- 
ployees devised  a  plan  to  achieve  these 
savings  over  a  six-year  period,  relying 
on  attrition  rather  than  layoffs  and  in- 
troducing a  gainsharing  plan  calling  for 
the  distribution  of  25  percent  of  savings 
to  employees.  The  targeted  reduction  was 
reached  in  just  two  years  rather  than  six. 

The  managed-competition  efforts  of 
Indianapolis  under  Mayor  Stephen 
Goldsmith  earned  national  acclaim.  Un- 
derlying Indianapolis's  efforts  was  a 
gainsharing  program  that  helped  reverse 
union  opposition  and  produced  em- 
ployee bonus  checks  as  high  as  $1,750 
a  year.  Osborne  and  Hutchinson  report, 
"|U]nion  officials  were  quietly  approach- 
ing managers  and  suggesting  functions 
that  could  be  outsourced,  to  reduce 
costs.  Since  their  members  could  now 
share  in  the  savings,  their  interests  were 
/    aligned  with  the  mayor's."'' 


Other  cost  savings  and  program  in- 
novations have  been  credited  to  gain- 
sharing  programs  in  Baltimore  County, 
Maryland,  and  College  Station,  Texas."' 

Gainsharing  in  Nortli  Carolina 
Local  Governments 

At  least  four  North  Carolina  local  gov- 
ernments have  introduced  gainsharing 
plans:  Charlotte,  High  Point,  Pitt  Coun- 
ty, and  Zebulon.  Of  this  group,  only 
I  Zebulon  has  chosen  to  discontinue  the 
incentive. 

Charlotte 

Charlotte  features  two  varieties  of 
gainsharing.  First,  some  departments, 
called  "business  units"  in  Charlotte, 
compete  with  the  private  sector  in  man- 
aged competition.  When  they  win  the 
bid,  they  can  enjoy  the  benefits  of  gain- 
sharing  if  they  can  find  ways  to  spend 
even  less  than  their  bid  amount.  Em- 
ployees share  50  percent  of  the  additional 
savings,  provided  that  performance 
objectives  are  met. 

For  example,  in  the  mid-1990s, 
Charlotte-Mecklenburg  Utility  em- 
ployees won  the  managed  competition 
for  the  opportunity  to  operate  a  water 
treatment  facility  and  a  wastewater 
treatment  facility.  Gainsharing  bonuses 
were  conditioned  not  only  on  achieving 
additional  savings  but  also  on  complying 


fully  with  all  environmental  standards 
and  suffering  no  lost-time  accidents.'^ 

In  managed  competition  the  operating 
strategies  of  the  public  sector  are  sub- 
jected to  the  test  of  competition,  and  the 
risks  to  public-sector  employees  are 
significant.  When  municipal  employees 
win  the  competition  and  subsequently 
find  ways  to  reduce  costs  further,  the 
gainsharing  rewards — at  50  percent  of 
additional  savings  in  Charlotte — can  be 
substantial. 

When  program  officials  in  Charlotte 
come  up  with  ideas  for  improving 
operations,  sometimes  gleaned  from  the 
lessons  of  competition,  and  proceed  to 
implement  these  ideas  without  actually 
facing  managed  competition,  the  process 
is  called  "optimization."  These  optimi- 
zation projects  also  can  qualify  for 
gainsharing  bonuses,  but  because  the 
ideas  have  not  stood  the  test  of  actual 
managed  competition,  the  gainsharing 
pool  is  established  at  a  lesser  rate, 
33  percent  of  savings.  Nevertheless, 
the  savings  and  gainsharing  payouts 
from  these  optimization  projects  can 
be  substantial.  (For  gainsharing  savings 
and  payouts  arising  from  managed 
competition  and  optimization  projects 
in  recent  years,  see  Table  1.) 

The  second  version  of  gainsharing  in 
Charlotte  has  an  even  greater  scale. ''' 
Each  year  the  city  manager  sets  a  savings 
goal  for  the  general  fund.  If  the  goal  is 
met  or  surpassed,  50  percent  of  the 
savings  becomes  available  in  the  gain- 
sharing  pool.  Only  half  of  this  pool  is 
distributed  to  all  employees  automatic- 
ally. The  distribution  of  the  other  half 
depends  on  whether  or  not  a  given 
employee's  business  unit  meets  its  key 
objectives  for  the  year.  These  objectives 
are  called  "incentive  targets"  and 
typically  are  tied  to  customer  service, 
efficiency,  quality,  time  standards,  and 
safety.  If  the  business  unit  meets  four 
out  of  five  incentive  targets,  employees 
receive  an  80  percent  share  of  this  second 
component  of  the  gainsharing  pool.  Em- 
ployees in  units  meeting  all  their  targets 
are  eligible  for  a  full  share  of  both 
components — generally  $300-$650.''' 

High  Point 

In  1999,  High  Point  embraced  gain- 
sharing  as  part  of  its  bid-to-goal  initia- 
tive in  the  public  services  department.-" 
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Table  2.  Gainsharing  at  High  Point's  Westside  Treatment  Plant 


Fiscal  Year 

Bid-to-Goal 

Prescribed 

Savings 

Actual 
Savings 

Gainsharing 
Distribution 

Individual 

Gainsharing 

Awards 

1999-2000 

$290,000 

$336,142 

$17,496 

$1,458 

2000-2001 

290.000 
290.000 

303.229 

5,568 

464 

2001-2002 

255,960 

0 

0 

2002-2003 

290.000 

355.744 

362.874 

1.164 

97 

2003-2004 

514.556 

6.768 

564 

Source:  Information  provided  by  Chip  Vanderzee.  Pub.  Serv.  Analyst.  Pub.  Serv.  Dep't. 
City  of  High  Point. 


Table  3.  Gainsliaring  in  Pitt  County's  Employee  Suggestion  Program 


Individual 


Fiscal  Year 

Savings 

Gainsharing 
Distribution 

Gainsharing 
Awards 

2001-2002 

$95,678 

$2,004 

$250-$l,504 

2002-2003 

5,957 

753 

$250-$253 

2003-2004 

6.933 

943 

$154-$279 

2004-2005 

25,900 

2,590 

$2,590 

Source:  Information  provided  by  Michael  Taylor.  Chief  Info.  Officer,  Mgmt.  Info.  Sys..  Pitt  County. 


The  department  submitted  a  bid  for 
operation  of  the  wastewater  treatment 
plant  that  shaved  30  percent  from  its 
previous  operating  expenses  and  met 
the  consultant's  bid-to-goal  target. 
A  three-year  contract  then  was  signed, 
specifying  performance  and  safety  stan- 
dards and  authorizing  gainsharing  in 
the  form  of  quarterly  bonuses  for  cost 
savings  beyond  the  department's  bid. 
Half  of  any  additional  savings  would  be 
retained  to  increase  fund  equity.  The 
other  half  would  be  distributed  to  em- 
ployees as  gainsharing  bonuses. 


High  f 


hid-to-goal  svstem  has 
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since  been  expanded  from  the  waste- 
water treatment  plant  to  other  opera- 
tions. Contracts  based  on  the  bid-to- 
goal  methodology  now  are  in  place  for 
other  divisions  of  the  public  services 
department,  including  the  water  filtra- 
tion plant,  central  lab  services,  the  in- 
dustrial pretreatment  program,  and 
maintenance  services.  (For  savings  and 
gainsharing  distributions  at  the  Westside 
Treatment  Plant,  see  Table  2.) 

Pitt  County 

The  employee  incentive  program 
adopted  by  Pitt  County  in  2001  invited 
employee  suggestions  that  would  "save 
monev  |or|  increase  revenues  \>  ithout 


reducing  services  or  increasing  taxes  or 
fees"  and  good  ideas  that  would 
improve  services  or  provide  intangible 
benefits.-'  The  awards  have  differed 

across  these  two  

categories.  Em- 
ployees whose 
suggestions  provide 
benefits  but  produce 
no  savings  or  ad- 
ditional revenues 
earn  $250  and  a 
certificate  of  ap- 
preciation. Awards 
in  this  category  are 
limited  to  twenty- 
five  per  fiscal  year. 
Employees  whose 
suggestions  produce 
savings  or  additional 
revenue  receive  ' 

10  percent  of  the  first  year's  savings,  up 
to  $10,000  per  suggestion.  (If  a  group 
of  employees  makes  the  suggestion,  the 
award  is  shared  equally  among  the 
group  members.)  These  awards  are  not 
restricted  in  number  because  the  savings 
create  their  own  gainsharing  pool. 

Employees  submit  their  suggestions 
to  their  immediate  supervisors.  The 
supervisors  forward  the  suggestions  to 
Pitt  County's  monetary  awards  review 


committee,  which  considers  whether  a 
given  suggestion  does  one  or  more  of 
the  following: 

•  Identifies  and  reduces  safety 
hazards 

•  Saves  money  or  increases 
revenues 

•  Increases  productivity  or  efficiency 

•  Improves  conditions 

•  Improves  services  to  the  public 

•  Conserves  resources 

•  Increases  employee  morale 

Once  approved,  a  suggestion  is 
implemented  and  monitored  for  twelve 
months  to  confirm  its  value.  If  a  team 
submits  a  suggestion,  all  team  members 
must  be  identified  at  the  time  of  the 
suggestion,  and  the  monetary  award  is 
divided  equally  among  them.  (For 
savings  and  gainsharing  distributions  in 
recent  years,  see  Table  3.) 

Pitt  County's  approach  to  its  larger 
monetary  rewards  requires  monitoring 
and  documentation  of  success.  Through 
this  single  program,  Pitt  County  has 
simultaneously  encouraged  employee 
suggestions,  performance  measurement, 
and  program  eval- 
uation. 

Zebulon 

Gainsharing  in 
Zebulon  was  initi- 
ated in  1992,  when 
town  officials  sought 
an  alternative  to  a 
merit-pay  system 
that  seemed  driven 
less  by  merit  con- 
siderations than  by 
the  need  for  cost- 
of-living  adjust- 
ments.-- Gain- 
sharing  was  intro- 
duced in  hopes  of  encouraging  and  re- 
warding greater  efficiency  and  excellent 
employee  performance. 

Zebulon's  gainsharing  pool  was 
modest  relative  to  others  described  in 
this  article.  Only  5  percent  of  any  end- 
of-the-year  savings  went  into  the  pool. 
The  other  95  percent  went  to  the  fund 
balance. 

Two  factors  determined  employees' 
eligibility  for  gainsharing  bonuses.  One 


Gainsharing  lias  been  shown  to 
produce  favorable  results  in  local 
governments  that  are  willing  to 
establish  a  substantial  gainsharing 
pool  and  are  prepared  to  monitor 
the  pool's  distribution  rigorously. 
Gainsharing  programs  that  are 
self-funded  by  savings  in  local 
government  operations  offer  the 
opportunity  for  a  win-win  result. 
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was  performance  on  annua!  organiza- 
tional goals  set  by  the  town  council  and 
the  town  manager,  although  exceptions 
were  granted  even  when  targets  were 
not  met.  The  other  was  satisfactory  per- 
formance on  individual  employee  per- 
formance appraisals,  judged  to  be  a 
performance  rating  of  2.95  or  higher  on 
a  5-point  scale. 

The  town  council  eliminated  the 
gainsharing  initiative  in  Zebulon  in 
2000,  following  the  recommendation 
of  a  new  town  manager  to  replace  gain- 
sharing  with  an  annual  contribution  of 
5  percent  to  401(k)"s  for  all  employees.'^ 
The  gainsharing  program  was  thought 
to  have  little  employee  support,  and  it 
was  only  loosely  anchored  in  a  set  of  or- 
ganizational goals  produced  with  little, 
if  any,  employee  participation  and  little 
employee  buy-in.  With  the  establishment 
of  401(k)  contributions  from  the  cif\', 
the  passing  of  the  gainsharing  program 
stirred  little  sentiment. 

The  rise  and  fall  of  gainsharing  in 
Zebulon  should  not  be  regarded  as 
especially  unusual.  Some  private-sector 
management  experts  note  that  fewer 
than  half  of  all  gainsharing  plans 
survive  beyond  five  years  and  many 
appear  to  begin  losing  effectiveness  after 
two  or  three  years. -^  Some,  however, 
exhibit  much  longer  staying  power. 

Conclusion 

Gainsharing  has  been  shown  to  produce 
favorable  results  in  local  governments 
that  are  willing  to  establish  a  substantial 
gainsharing  pool  and  are  prepared  to 
monitor  the  pool's  distribution  rig- 
orously. Gainsharing  programs  that  are 
self-funded  by  savings  in  local  govern- 
ment operations  offer  the  opportunity 
for  a  win-win  result.  That  is,  they  pro- 
duce bonuses  for  employees  while  ex- 
panding, rather  than  drawing  down, 
local  government  resources. 
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Getting  the  Results  We  Need  in  an  Age  of 
Per.vianent  Fiscal  Crisis  (New  York:  Basic 
Books,  2004). 

8.  William  C.  Rivcnbark  &  David  N. 
Ammons,  Rewarding  Greater  Accountability 
with  Increased  Managerial  Flexibility  in 
Davidson  County,  Poplilar  Government, 
Winter  2005,  at  12. 

9.  Pamela  A.  Syfert  &  David  Cooke, 
Privatization  and  Competition  in  Charlotte, 
Popular  Government,  Winter  1997, 

at  12. 

10.  John  M.  Greiner  et  al.,  PRODUcmTn' 
and  Motivation:  A  Review  of  State  and 
Local  Government  Initiattves  (Washing- 
ton, D.C.:  Urban  Inst.  Press,  1981). 

11.  Barry  M.  Gullet  &  Douglas  O.  Bean, 
The  Charlotte  Model  for  Competition: 

A  Case  Study,  POPULAR  GOVERNMENT, 
Winter  1997,  at  19. 

12.  Osborne  &  Hutchinson,  The  Price 
OF  Government. 

13.  Id. 

14.  Id. 

15.  W.  at  328. 

16.  See  James  Fox  &  Bruce  Lawson,  Gain- 
sharing  Program  Lifts  Baltimore  Employees' 
Morale,  111  AMERICAN  CiTY  &  COUNTY'  93 

( 1997),  and  the  following  websites: 
www.cstx.gov  and  www.co.ba.md.us. 

17.  Gullet  &  Bean,  The  Charlotte  Model. 

18.  Information  on  Charlotte's  citywide 
gainsharing  program  is  based  on  a  telephone 
interview  with  Ann  White,  budget  manager 
(Feb.  25,  2004). 

19.  Osborne  &  Hutchinson,  The  Price 
of  Government. 

20.  Public  Services  Dep't,  City  of  High 
Point,  Bid-to-Goal  Proposals  (May  2000). 

21.  Pitt  County,  Pitt  County  Employee 
Incentive  Program  Policy  (Nov.  2001). 

22.  Kevin  R.  Patton  &  Dennis  M.  Daley, 
Gainsharing  in  Zebulon:  What  Do  Workers 
Want?  27  Public  Personnel  Management 
117(1998). 

23.  E-mail  Correspondence  with  Rick 
Hardin,  Town  Manager,  Town  of  Zebulon 
(Feb.  18,2004). 

24.  Jeffrey  B.  Arthur  &  Lynda  Aiman- 
Smith,  Gainsharing  and  Organizational 
Learning:  An  Analysis  of  Employee  Sug- 
gestions over  Time,  44  Academy  of 
Management  Journal  737  (2001). 
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contituied  from  page  3 
with  highest  honors,  from  UNC  at 
Chapel  Hill's  School  of  Law,  where  she 
served  as  editor-in-chief  of  the  North 
Carolhij  Law  Reriew  and  was  inducted 
into  the  Order  of  the  Coif  and  the  James 
E.  and  Carolyn  B.  Davis  Sociers'. 
Millonzi  is  a  member  of  the  North 
Carolina  State  Bar  and  the  Bar  of  the 
Commonwealth  of  Massachusetts. 

Mills  joined  the  faculn.'  in  July  as  a 
lecturer  in  public  law  and  government. 
Her  work  focuses  on  local  government 
law,  state  government  law,  and  emer- 
gency management  law.  Mills  was  most 
recentk  chief  of  staff  to  Senator  Marc 
Basnight,  president  pro  tempore  of  the 
North  Carolina  Senate,  having  returned 
to  that  position  in  2005  after  two  years 
as  Dare  Counn.-  attorney.  She  also  has 
ser\ed  as  general  counsel  to  Basnight, 
assistant  attorney  general  in  the  North 
Carolina  Department  of  Justice,  and  staff 
attorney  for  North  Carolina  Prisoners 
Legal  Services.  In  addition,  she  was  an 
adjunct  facult)-  member  at  UNC  at 
Chapel  Hill's  School  of  Law  from  2000 
to  2002.  Mills  holds  a  B.S.  in  adminis- 
tration of  criminal  justice  and  psychology.- 
from  L^'C  at  Chapel  Hill  and  a  J.D.  from 
the  Universir\"s  School  of  Law,  where 
she  won  numerous  academic  awards, 
including  induction  into  the  James  E. 
and  Carolyn  B.  Davis  Society  and  the 
UNC  Order  of  the  GrailA'alkyries. 

Morse  joined  the  School's  faculty  in 
July  as  assistant  professor  of  public 
administration,  specializing  in  public 
leadership.  He  came  to  the  School  from 
Iowa  State  University,  where  he  ser\ed 
as  assistant  professor  in  the  Public 
Policy  and  Administration  Program  of 
the  Department  of  Political  Science.  In 
Iowa,  Morse  led  the  Olive  Tree  Project, 
an  innovative  intergovernmental  collab- 
oration that  brings  local  and  state  of- 
ficials together  with  other  communir\' 
stakeholders  to  define  common  plans  for 
the  future.  Earlier  he  served  as  ad]unct 
instructor,  research  associate,  and  pro|ect 
manager  m  the  Department  of  Urban 
Affairs  and  Planning  and  the  Institute 
for  Policy  Outreach  at  Mrginia  Polytech- 
nic Institute  and  State  L'niversity.  Morse 
holds  a  B.A.  and  an  M.A.  in  public  policy 
from  Brigham  'I'oung  L'niversity  (L'tah) 
and  a  Ph.D.  in  public  administration 
and  public  affairs  from  \'irginia  Tech. 


MPA  Program  Graduates 
Twenty-Six 

The  School  of  Government 
congratulates  the  following 
graduates  of  the  Master  of  Public 
Administration  Program  at  UNC  at 
Chapel  Hill.  The  program's  commence- 
ment ceremonies  took  place  on  Sunday, 
May  14,  at  the  School.  Richard  T. 
"Stick"  Williams,  vice-president  of 
Diversin.'  and  Employee  Development 
for  Duke  Energy  and  former  chair  of 
UNC  at  Chapel  Hill's  Board  of  Trustees, 
delivered  the  commencement  address. 

Erin  L.  Aloan 

Rudolph  Alexander  Ashton  IV 

Adam  D.  Basch 

David  Nathaniel  Branscome 

Crystal  L.  Bridgeman 


Jonathan  David  Bundy 
Fatema  Zaman  Choudhury 
Stephanie  Coplin 
Jessica  Lynn  Dorrance 
Richard  Garland  Grogan 
Ashley  E.  Haynes* 
Erin  S.  Higgins 
Brandon  P.  James 
Marta  Agin  Lorenz 
Timothy  Thomas  Love 
Alicia  Elizabeth  Moore 
Katherine  Heath  Pekman* 
Courtney  Renee  Reid 
Christina  Riordan 
Jamie  Azi  Roberts 
Jesse  Arlon  Springer 
Audrey  Jane  Sprung 
Man,'  Erances  Vigue 
Brittany  Eriars  Whitmire 
Manina  Michelle  Williams 
Sara  L.  Yanosy 

'■-Anticipated  graduation  .\ugust  2006. 


Municipal  and  County 
Administration  Courses 
Graduate  Ninety-Four 

Ninet)--four  students  graduated 
from  the  2006  Municipal  and 
CounD.-  .Administration  courses 
on  March  30,  2006,  at  the  William  and 
Ida  Friday  Center  for  Continuing  Edu- 
cation, in  Chapel  Hill. 

Participants  in  the  courses  are  muni- 
cipal and  count)'  officials  from  across 
North  Carolina  who  study  at  the  School 
of  Government  one  week  per  month  for 


eight  months.  They  represent  many 
fields  of  public  service.  More  than 
2,500  municipal  officials  and  1,150 
count)'  officials  have  completed  the 
courses  since  they  began  in  1954  and 
1 964,  respectively. 

During  the  graduation,  Arthur 
Mouberr\',  assistant  town  manager, 
Fuquay-N'anna,  received  the  George  C. 
Franklin  Award,  and  Selena  D.  Coffey, 
budget  and  management  director.  Hen- 
derson Count)',  recei\'ed  the  Edwin  M. 
Gill  Award.  The  North  Carolina  League 
of  Municipalities  and  the  North  Car- 
olina Association  of  Count)'  Commis- 
sioners present  the  awards  each  )'ear  to 
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the  municipal  and  county  class  mem- 
bers with  the  most  distinguished  rec- 
ords. The  municipal  award  is  given  in 
honor  of  a  former  general  counsel  of  the 
League  of  Municipalities,  the  county 
award  in  honor  of  a  former  state  trea- 


surer and  chair  of  the  North  Carolina 
Local  Government  Commission. 

Sam  Misenheimer,  president  of  the 
Municipal  and  Count}'  Administration 
Courses  Alumni  Association,  presented 
a  special  gift  of  $400  to  the  School  of 


Government  Foundation  in  memory  of 
Jake  Wicker,  a  former  director  of  the 
courses.  Also,  the  Class  of  2006  pre- 
sented a  gift  in  honor  of  Gregory  Allison, 
current  course  director,  and  Brian  New- 
port, course  manager. 


Behind  the  Scenes  at  the  School  of  Government 


When  you  call  the  School  of 
Government  on  the  switch- 
board or  at  the  parking  gate, 
the  calm  and  helpful  voice 
that  you  hear  on  the  phone 
or  the  intercom  belongs 
to  Patricia  Connor,  recep- 
tionist. 

The  School  could  not  do 
without  Ray  Hockaday, 
media  technician,  who  is 
constantly  on  call  to  equip 
classes  with  projectors, 
sound,  and  now  "digital 
video  capture,"  as  needed. 


Every  time  you  log  onto  www. 
sog.unc.edu,  the  expertise  of  Philip 
Young,  director  of  NCINFO  and 
instructional  technology  facilitator, 
is  evident.  Young  keeps  more  than 
twenty-five  listservs  up  and  running, 
oversees  hundreds  of  pages  of  course 
and  institutional  resource  material, 
manages  online  registrations,  and 
makes  sure  that  your  online  dona- 
tions get  to  the  right  place. 


The  registration  office  makes  sure  that  you 
get  the  classes  you  sign  up  for.  Staffers  are, 
left  to  right,  Julie  Seger,  registration  assistant; 
Danielle  Lehner,  assistant  registrar;  and 
Iris  Hopkins,  registrar. 


The  error-free  operation  of  the  School's 
220-plus  computers,  servers,  e-mail  and  online- 
course-registration  systems,  and  myriad  other 
information-management  tasks  is  ably  carried  out 
night  and  day  by,  left  to  right,  Carolyn  "Carrie" 
Holbert,  applications  programmer;  James  Balfour, 
technical  support  analyst;  John  GuUo,  infor- 
mation technology  services  manager;  and 
Jonathan  Herz-Midler,  technical  support  analyst. 
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In  the  eight  years  from  its  launch  in 
1931  to  the  dedication  of  its  first 
building  (at  223  East  Franklin  Street) 
in  1939,  the  Institute  of  Government 
earned  the  respect  of  North  Carolina's 
public  officials  and  a  national  reputa- 
tion. By  1 944,  Institute  founder  Albert 
Coates  had  been  offered  but  had  turned 
down  a  proposal  by  DeWitt  Wallace, 
owner  and  editor  of  Reader's  Digest,  to 
finance  him  "for  a  year  or  more  to  go  to 
every  state  in  the  union  to  get  a  similar 
program  going  in  them  all." 

Still,  throughout  the  late  1930s  and 
early  1 940s,  Coates  was  plagued  by 
inadequate  finances,  which  threatened 
the  existence  of  the  independent  Insti- 
tute and  Its  Staff.  The  Institute  buildmg 
was  constructed  with  gifts  from  Winston- 
Salem  businessmen  Will  Reynolds  and 
Gordon  and  Bowman  Gray,  and  the 
personal  endorsement  of  a  mortgage 
loan  by  Julian  Price,  president  of  the 
Jefferson  Standard  Life  Insurance  Com- 
pany, in  Greensboro.  Payments  on  the 
loan,  however,  were  Coates's  responsi- 
bility, as  were  salaries  and  the  Institute's 
daily  operating  expenses. 

Annual  dues  paid  by  cities  and  coun- 
ties and  Coates's  law  school  teaching 
salary  helped  with  the  operating  costs. 
Local  businessmen  extended  and  re- 
extended  credit  for  gasoline,  telephone, 
and  food.  But  as  Coates  recalled,  there 
was  a  "mortgage  on  the  building,  and 
I  had  the  personal  responsibility  of 
meeting  yearly  payments.  I  found  that 
I  could  rake,  scrape,  and  borrow  no 
longer.  I  was  at  the  end  of  my  rope." 

In  1940,  William  D.  Carmichael,  the 
newly  appointed  comptroller  of  the 
University,  visited  Coates,  complaining 
that  he  was  unable  to  find  provisions 
for  the  Institute  in  the  University's  bud- 
get. When  Coates  explained  that  the 
Institute  was  a  private  venture  supported 
by  "private  individuals  supplemented 
by  city  and  county  membership  dues," 
Carmichael  determined  to  bring  it  into 
the  University,  "where  it  belongs." 
UNC  President  Frank  Graham  agreed. 


Tax  supervisors  attending  a  course  at  the  Institute,  early  1 940s. 


The  state  budget  commission,  chaired 
by  James  H.  Clark,  voted  to  retire 
Coates's  "personal  obligations  incurred 
in  keeping  the  Institute  going,"  and 
Governor  J.  Melville  Broughton  agreed 
to  "recommend  that  the  General  As- 
sembly appropriate  $15,000  a  year  for 
five  staff  members  at  $3,000  a  year — a 
living  wage  in  those  days.  He  did  this  in 
recognition  that  the  Institute  was  serv- 
ing the  state  no  less  than  cities  and 
counties."  Therefore  the  state  would 
match  the  annual  membership  dues 
paid  by  local  governments. 

Still,  the  Institute  needed  $20,000  to 
guarantee  its  operations  for  a  year — 


until  the  General  Assembly  could  vote 
on  the  appropriation  in  early  1943  (at 
that  time  the  legislature  met  only  in 
odd-numbered  years).  In  winter  1941, 
at  the  urging  of  his  sister  Cornelia,  the 
president  of  Burlington  Mills,  Spencer 
Love,  provided  the  needed  gift. 

"The  financing  plans  were  approved 
by  the  Executive  Committee  of  the  Board 
of  Trustees  in  December  1941,  and  the 
Institute  of  Government  became  part  of 
the  University  of  North  Carolina  on 
January  26,  1942." 

Note:  Quotations  and  facts  are  from  The  Story 
of  the  Institute  of  Government,  by  Albert  Coates. 
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Off  the  Press 


North  Carolina  Civil 
Commitment  Manual 

Forthcoming  Summer  2006  • 

$65.00^^- 

Lou  A.  Newman 


NORTH  CARQUNA 
CIVIL  COMMITMENT 
MANUAL 


Designed  to  assist  attorneys  representing  respondents  or  minors 
in  civil  commitment  proceedings,  this  manual  reviews  North 
Carolina  mental  health  and  substance  abuse  laws  pertaining  to 
inpatient  and  outpatient  commitments  and  admissions.  Analyzes 
in  depth  the  relevant  statutes  in  Chapter  122C  of  the  North  Car- 
olina General  Statutes  and  applicable  case  law.  Also  discusses  the 
collateral  consequences  of  commitment  and  the  special  provisions 
on  commitment  of  respondents  involved  with  the  criminal 
justice  system.  Although  the  manual  focuses  on  proceedings 
requiring  the  appointment  of  counsel,  it  is  a  clear,  usable 
resource  for  anyone  who  works  in  this  challenging  area  of  law. 


Notary  Public  Guidebook 
for  North  Carolina, 
Tenth  Edition,  2006 

Forthcoming  Early  Fall  2006  • 

$16.00^^- 

Charles  A.  Szypszak 


An  Inventory  of 

Local  Government 

Land  Use  Ordinances  in 

North  Carolina 

Spring  2006  •  S  16.50 ^^■ 

David  W.  Owens  and 

Nathan  Bransconie 
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On]^uu>ccs  In  North  CoraHru 


This  convenient  reference  work  contains  laws,  practices,  and 
forms  essential  to  notaries  public  in  North  Carolina.  Also  valuable 
for  registers  of  deeds,  clerks  of  superior  court,  and  practicing 
attorneys.  Contains  updated  text  and  forms  since  publication  of  the 
ninth  edition,  2004,  including  changes  to  laws  affecting  North 
Carolina  notaries  made  by  Session  Law  2005-391.  This  law  has  a 
new  Chapter  lOB,  Notary  Public  Act,  which  makes  substantial 
changes  to  the  prior  notary  public  law  and  introduces  a  new 
Electronic  Notary  Act. 


This  report.  Special  Series  #21,  summarizes  the  responses  of  North 
Carolina  cities  and  counties  to  a  survey  asking  about  their  adoption 
of  ordinances  related  to  land  use.  Each  local  government  was  asked 
whether  it  had  adopted  zoning,  subdivision  regulations,  housing 
codes,  and  related  regulations.  The  appendix  includes  two  large 
charts  showing  the  status  of  ordinance  adoption  for  each  county 
and  city  that  responded  to  the  survey. 


Recent  Publications 


North  Carolina  Experience  with 
Municipal  Extraterritorial  Planning 
Jurisdiction 

Winter  2006  •  $15.00* 
David  W.  Owens 

North  Carolina  Legislation  2005: 
A  Summary  of  Legislation  in  the 
2005  General  Assembly  of  Interest 
to  North  Carolina  Public  Officials 

Spring  2006  •  S50.00* 

Precinct  Manual  2006 

Spring  2006  •  S12.5()  ■ 
(bulk  discounts  available) 
Robert  P.  Joyce 


ORDERING      INFORMATION 

Subscribe  to  Popular  Government  and  receive  the  next 
three  issues  for  $20.00* 

Write  to  the  Publications  Sales  Office,  School  of  Government.  CB#  3330 
Knapp-Sanders  Building.  UNC  at  Chapel  Hill,  Chapel  Hill.  NC   27599-3330 

Online  shopping  cart  www.sogpubs.unc.edu 

E-mail  sales@sog.unc.edu 

Teleplione  (919)  966-4119 

Fax  (919)  962-2707 

Free  catalogs  are  available  on  request.  Selected  articles  are  available  online 
at  the  School's  website. 

To  receive  an  automatic  e-mail  announcement  when  new  titles  are  published, 
join  the  New  Publications  Bulletin  Board  LIstserv  by  visiting  www.sog.unc.edu/ 
listservs.htm. 

*N.C.  residents  add  7%  sales  tax. 
Prices  include  shipping  and  handling. 
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Support  75  Years  of  Good  Government  with  Your  Special  Gift  Today 

The  School  of  Government  Foundation 

Make  your  tax-deductible  gift  online  at  wvvw.sog.unc.edu,  or  call  (919)  843-2556. 


